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Any amount from £1 to £5,000 may be invested. Income Tax is borne 
by the Society and the dividend compares with a gross yield of nearly 
54% where the investor is liable to tax at the full standard rate. Regular 
savers earn 34% net—limit £10 a month. There is no depreciation of 
capital and excellent withdrawal facilities are available. 


Please call or write for a copy of our booklet ‘ Profitable Investment.”’ 
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A Banker's Diary 


THE big question that greeted the new year—the question whether the remodel- 
ling of the Cabinet and the advent of a new Chancellor portended a new shift 
in economic policy—still seems as far from an answer as when it 
Standstill was first posed five weeks ago. Mr. Macmillan himself has kept 
in Policy? silent, and Sir Anthony Eden, in his much-heralded speech at 
Bradford, has said much but told little. Among the uncertainties 
of economic policy, only one has been clearly removed by this speech: the 
disinflationary measures introduced by Mr. Butler are to go on. But that is 
hardly a significant clarification, since no one had ever seriously expected any 
overt change at this point. The important questions concern the force and 
determination behind these policies—whether they are to be stiffened or supple- 
mented—and here the Premier gave no clear lead. Reading between the lines of 
the speech, the City has deduced that monetary policy, at least, is unlikely to 
be toughened—and, having taken fright early in the month at the possibility of 
a further rise in Bank rate, it is now looking for nothing more than the mixture 
as before. This attitude, just conceivably, may do less than justice to Sir 
Anthony’s remark that, if existing weapons against inflation do not suffice, “‘ we 
shall not hesitate to use others ’’. No hint has been given of what those others 
may be—or whether, indeed, they yet exist in any shape other than pious 
intent—but they are unlikely to be orthodox ones. 

To the existing policies the Government, as was already known, is to add 
one new one that is highly praiseworthy in principle—the new drive against 
monopoly practices and, more broadly, against what Sir Anthony aptly calls 
the “‘ Maginot Line mentality ” in industry. But to this policy he incon- 
gruously adds a blessing for the new campaign for voluntary abstentions from 
price increases. This device might have a shred of virtue as a momentary 
expedient if it could slow up the pending wage increases until a genuine dis- 
inflation of aggregate demand provides the only sure way to equilibrium. But 
unless that disinflation can be depended upon to develop quickly—and existing 
measures do not yet guarantee that it will—the price-stabilisation schemes will 
in the end do more harm than good. Of course it is true that a due part of the 
fruits of productivity should be passed on to the public in price reductions ; 
but to keep or force prices below their natural equilibrium level is merely to 
foster consumption and eat into savings. That is a prescription for inflation, 
not disinflation. It is, in short, rather disquieting to find this the only novel 
feature in the Prime Minister’s sketch of economic policy. And disquiet is 
fostered too by his remark that there is “ hardly any limit to our future ’’— 
‘‘ 1f once our balance of payments could be put right and our gold reserves built 
up to a reasonable figure ’’. It is much to be hoped that Sir Anthony is not 
slipping into that fatal mistake of the earlier postwar years—of supposing that 
the problems of the balance of payments can be divorced from those of the 
domestic economy. There is no paradox in “ prosperity’’ at home and 
difficulty abroad. 
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DESPITE some signs of disinflation, there is still no evidence that the domestic 
buoyancy is being restrained sufficiently to maintain the external balance in 
equilibrium, let alone to restore it to the necessary surplus. The 

Disinflation one point at which disinflation has impinged on production so 

and the far is in some (but not all) motor works, where it has led to the 

Deficit working of a four-day week ; and here the seasonal ingredient ts 
especially large. Unemployment in December, the latest month 
for which figures are available, actually fell slightly, the ratio remaining at a 
bare 1.0 per cent., though there was a slightly more than seasonal fall in the 
number of unfilled vacancies. Externally, sterling showed encouraging strength 
last month, but the gold figures for December were slightly disappointing, and 
the trade returns distinctly so. It now appears likely that Britain incurred an 
appreciable deficit in its current balance of payments in the second half of 1955, 
following the approximate balance achieved in the two preceding half years. 
[It should be noted, however, that this weakening of the external balance in 
1955 was accompanied by an increase in capital at home. Apart from the 
increase in fixed investment, there was a substantial increase in stockbuilding. 
Official estimates suggest that stocks and work-in-progress rose by 12 per 
cent. in value in the nine months to end September, compared with an increase 
of 5 per cent. in 1954 as a whole. 

The most disturbing feature of the balance of payments continues to be the 
persistent rise in imports. The December figure of £336.5 millions c.1.f. brought 
the average for the fourth quarter to 16) per cent. above the average for the 
last quarter of 1954 ; in 1955 as a whole the expansion reached 15 per cent. 
Yet exports in December were slightly below their level a year before ; the 
recorded increase in the year 1955 1s 8} per cent., but after allowing for the 
effect of the dock strike in the autumn of 1954 the true increase is probably 
about 5 per cent. 

The gross visible trade deficit in December rose on the year by nearly 
{23 millions to £72 millions, slightly above its average for the last six months of 
[955 but exactly equal to the average for the year as a whole. It is from a 
comparison of the gap in the last half year with the corresponding figure 
twelve months before that a rough and ready guess may be made at the order 
of balance (or rather unbalance) of all current payments. In the first half of 
1955, it should be noted, the visible trade gap as shown in the trade returns was 
some £179 millions larger than in the first half of 1954 ; the deterioration in the 
balance of payments (net of defence aid) amounted to £157 millions (from a 
surplus of £141 millions to a deficit of £16 millions). In the second half of 1955, 
the visible deficit at £411 millions was {86} millions larger than the deficit 
twelve months before, when current payments as a whole are estimated to have 
shown a deficit of £5 millions. 


THE evident deterioration in Britain’s trading balance may account 1n part for 
the still sluggish recovery of the gold and dollar balance of the sterling area. 
By the year-end, as our usual table on page 124 shows, the 

The Gold reserves were down to $2,120 millions, having fallen by $642 
' Loss millions, or 23 per cent., in the year and by nearly $900 millions, 

or 30 per cent., from their peak of $3,017 millions at mid-1954. 

The fall of $163 millions in the reserves in December was smaller than the 
payments on the United States and Canadian postwar loans, totalling $181 
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millions ; after making allowance for $5 millions received in defence aid, there 
was a surplus of $13 millions. Of this, $7 millions represented a payment to the 
European Payments Union in gold settlement of the November deficit, and as 
the E.P.U. deficit for December rose from £4 millions to £11 millions, demand- 
ing a gold payment last month of $23 millions, the true gold balance in Decem- 
ber was a deficit of $3 millions. This compares with a surplus of $10} millions 
earned in November—the first in six months—but the difference is more than 
accounted for by the quarterly instalment of $7 millions paid on the Canadian 
loan of 1942 and by a gold transfer to Iraq, made under an agreement to 
strengthen that country’s independent reserve by £5 millions. Last month’s 
transfer was believed to be around £3 millions. 

The large increase in the E.P.U. deficit for December is an ill omen. The 
recovery of sterling has still not spread generally to the Continent. But the 
dollar rate rose in the first fortnight of January from just above $2.80 to around 
$2.80%, the best rate since August, 1954. The upward movement was given 
considerable impetus by the statement by Sir Edward Boyle, Economic 
Secretary to the Treasury, that the Government stood by Mr. Butler’s assurance 
at Istanbul of his determination to maintain the sterling parity and to avoid an 
carly move on any aspect of exchange policy. 


To investors not in close touch with the money market the results announced 
by the ‘‘ Big Three ’’ discount houses have come as a stark revelation of the 
extent of the pressures that dearer money has involved. In the 
Stresses in past the effects of fluctuations of fortune have been so largely 
Lombard = smoothed out of the published accounts by the use of inner 
Street reserve policy as to give the impression that the discount 
houses prosper almost equally whether monetary conditions are 
comfortable or difficult. This time the pressure has much surpassed the 
smoothing capacity of inner policy, and two of the three houses have given a 
salutary indication of it by cutting their dividends. Alexanders’ distribution 
has come down sharply from the equivalent of 124 per cent. to 74 per cent., and 
the National Discount’s is down from 12 to 10 per cent., though this does not 
wholly reverse the increase made 1n 1954 (partly as a result of a bonus issue). 
The Union Discount has succeeded in holding its payment at the 123 per cent. 
to which it was raised last year. These payments have been made possible only 
by drafts—of undisclosed amount—upon inner reserves, so that the “ balance 
lor the year’’ that each company brings into profit and loss account is not 
comparable with the net profits published for previous years (and then struck 
after undisclosed transfers fo contingency reserves). Moreover, this “ balance ”’ 
is in each case insufficient to meet the dividend, so that the carry-forward is 
reduced—by Alexanders and the National by approximately the amount 
of the final dividend, and by the Union by a small amount. 
The strains thus revealed have come mainly from the sharpness of the fall 
in the short bond market, from the fact that official conversion tactics in 1954 
had tempted the discount market into longer bonds (within its traditional 
live-year range), and from the rise in the cost of short money to rates well 
beyond the yields obtainable from the bonds already in portfolio. The running 
loss thus caused on bond business, and the strain of providing due cover in the 
collateral for bond money as the bonds depreciated, led many houses to accept 
the capital loss involved in reducing their bond books, since this enabled them 
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to concentrate their resources upon the profitable business in bills. It 1s not 
easy, however, for the big “ jobbing ” houses to make such readjustments, 
so that the burden of bond depreciation has almost certainly been bigger for 
them than for the smaller houses. Alexanders and the National have both 
applied the whole of their inner contingency accounts in writing down their 
bond portfolios, but even so have had to show them above market value 
(though below redemption price). The disclosed depreciation amounts to 
{2.61 millions, or 5 per cent., in Alexanders and to £3.23 millions, or 3 per 
cent., in the National ; in both companies it exceeds the disclosed reserves and 
carry forward (these amount to £2.21 millions and £2.50 millions respectively). 
Alexanders’ portfolio, thus valued, has been reduced during the year from {£78 
millions to £53 millions; but the National’s, astonishingly, has been expanded 
from £88 millions to £102 millions (including, however, £32 millions of 1954-56 
bonds due next August), at which level it is equivalent to seventeen times the 
combined total of capital and reserves. The Union has again written its port- 
folio down to market value, and it is evident that it still has some residue of 
inner reserves. The aggregate true resources of the market have been reduced 
by perhaps one-third from the peak reached in 1954 ; the pace of the rebuilding 
process that has now begun will depend very largely upon whether any new 
strains arise to force any further conversion of depreciation into realised loss. 


THREE important changes in local authority finance were announced last 

month, all having the virtue of taking greater cognisance of the realities of the 

market. The first, and most far-ranging, was the publication of the 

Reform new lists of rateable values, marking the first general revaluation 

of the since 1934; the second was the grant of permission to the local 

Rates authorities to borrow in the market on mortgages for periods of less 

than seven years ; the third was a general increase in the rates 

charged by the Public Works Loan Board, the first change since the new 
borrowing procedure introduced by the autumn budget. 

The new basis for rateable valuation is long overdue ; provision was first 
made for it in the Local Government Act of 1948. The new lists which come 
into force on April I and against which appeal is possible for twelve months, will 
correct the gross anomalies in the existing lists in two ways. In the first place, 
the assessments have been carried out by the Inland Revenue, and not as 
previously by the individual rating authorities, whose methods lacked any 
common principle. Secondly, account has been taken of the great changes in 
earning value (which has always been the intended basis of assessment) that 
have taken place since 1934—though in the case of houses the basis is the 
presumed rental in 1939. The distortion in the free market resulting from 
rent restriction has excluded the possibility of a fair and meaningful assessment 
on current values. This has naturally involved a much bigger increase in the 
rate liability of commercial properties, now assessed on a current earning basis, 
than of other properties—since industrial premises retain their exemption 
from 75 percent. of their rateable value, and agriculture remains fully 
‘ derated ”’. 

The increase in rateable values throughout the country as a whole is from 
£361.8 millions to {622.9 millions, or 72 per cent. The average increase in the 
City of London is 101 per cent.; in the provinces, the increase in the northern 
boroughs is generally lower than the national average, and that in the Midlands 
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higher. The revaluation has produced important changes in the distribution of 
Exchequer equalisation grants, involving for example for Birmingham the 
loss of a grant of {1.6 millions a year, and for Liverpool the gain of a grant for 
the first time, of {1.2 millions. The rate poundage, of course, will in general be 
reduced as a result of the revaluation. Owners of residential property may now 
expect their rate payment to fall, at the expense of owners of commercial 
properties. 


Tue shape of the increase in lending rates made by the Public Works Loan 
Board, as the accompanying table shows, establishes a pattern that is unique 
in postwar years. It follows the principle that the Board’s 

More Realistic charges shall reflect those obtaining in the market for local 
Local authorities “of good standing” (in contrast with the 
Borrowing  pre-Budget precept, more loosely followed, of relating 
charges to the yields offered by the Government itself). 

The rate on loans up to five years has been raised by a full I per cent., from 
4} to 54 per cent.; that on loans for more than fifteen years is raised by only 
! per cent., to } per cent. below the new rate on the short loans ; and the 
intermediate rate for loans of from five to fifteen years has been re-introduced 
(having been merged with the long-term rate in July last), at 53 per cent. 


CHANGES IN P.W.L.B. RATES SINCE 1951 
(per cent.) , 
Nov. 10, Feb. 8, Oct. 20, June 4, March 1, July 9, Aug. 13, Sept. 7, Jan. 14, 


Period of loans: rO51 1952 1953 1954 1955 1955 1955 1955 1950 
O-5 years on 2 2? 23 24 34 33 44 44 54 
3-15 years .. 3 33 34 34 33 1 ; : J 53 
Over 15 years 3} 44 4 3i 4 f ‘ + . st 


These rates correspond closely with those obtaining in the gilt-edged market 
and in the mortgage market, where the local authorities may now borrow for 
periods of less than seven years. This new freedom, it should be noted, has been 
vranted on an “‘experimental basis’. The Government is “ relying on local 
authorities to use their discretion in keeping the volume of their short term 
loans within prudent limits ’’, and gives the warning that if such loans were to 
become ‘“‘ excessive ’’’ the restriction might be re-imposed. 
Two striking tendencies dominate the Exchequer accounts for December 31: 
the buoyancy of the revenue, which is a natural off-shoot of the inflation in the 
economy ; and a marked shortfall in current expenditure, which is 
The —_ mainly attributable to a continuing lag in defence outlays. In the 
Buoyant first nine months of the budget year total ordinary revenue 
Revenue amounted to {126.5 millions more than in the corresponding 
period of 1954-55—whereas the official estimates for the full year, 
even after making provision for the extra £15 millions expected to accrue from 
last October’s budget, envisaged a decline of £12.7 millions, to a total of 
{4,725.2 millions. Ordinary expenditure by December 31 had risen by only 
{142.5 millions, or by less than half the expected increase (of £293.2 millions) 
in the full year. The upshot was that the “ above-line ’’ deficit was only 
{16.0 millions larger than a year before, whereas the estimates, as revised, provide 
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for a fall in the surplus in the full year by £305.g9 millions, to £127.3 millions. 
It now seems certain that the surplus will be substantially more than this; 


but the improvement is unlikely to be as large as that suggested by the return 
for the first nine months. More than three-fifths of the income tax remains to be 
collected in this final quarter, so that the main effect of the April reduction in 
tax rates has still to be felt. At December 31 the receipts from income tax were 
actually {44.7 millions up on the year (against an expected decline in the 
twelve months of {15.6 millions); but in the first fortnight of January the 
inflow was {20.8 millions smaller than in the first fortnight of 1955. Further, 
the flow of revenue from customs and excise (up £93.6 millions in the nine 
months, or by £22.5 millions more than expected in the full year) may slacken 
somewhat following the exceptional buying spree of the autumn. 

The improvement in the Exchequer’s current finances has not been matched 
in its capital transactions. Net expenditures “‘ below-line ”’ were expected to 
rise by £83.0 millions in the budget year, but in the first nine months they were 
already up by {147.6 millions on the corresponding nine months of 1954. This 
was largely attributable to the exceptionally heavy borrowings by local authori- 
ties from the Public Works Loan Board in the period before the October 
budget. In the first seven months of the fiscal year these loans were {52 
millions higher than a year before, though since then (to mid-January) they 
have been £21 millions smaller. In the year as a whole these loans were expected 
to decline by £33 millions. 


INDICATIONS of the trend of personal savings as a whole in 1955 will not be 
available for some months, but the figures for that relatively small portion that 
is channelled into “‘ national ’’ savings present a poor augury. 

Savings and New saving through savings certificates, defence bonds and 
Consumption the post office and trustee savings banks actually fell short of 
encashments and withdrawals by £2 millions ; in 1954 there 

was a net receipt, of £34 million, for the first time since 1948. The increase in 
total national savings outstanding in 1955, after crediting accrued interest 
but without taking account of redemptions of defence bonds on maturity, 
reached £77 millions, compared with {119 millions in 1954. The whole of last 
year’s deterioration was suffered in the last six months, and more than half of 
it in the phase of seasonally high withdrawals in the last five weeks of the year. 
The volume of total saving in the-economy, as distinct from personal saving 
alone, probably increased in 1955, since the resources made available by the 
transformation of the 1954 balance of payments surplus into deficit are unlikely 
to have been sufficient to finance the increase in domestic investment. It is 
evident, in any case, that the rise in personal consumption was slackening 
more markedly than the rise in production. Industrial production in 1955 
probably rose by about 44-5 per cent. (compared with the increase of 63 per 
cent. in 1954) and national product as a whole probably rose by somewhat less. 
But the rate of increase in personal consumption, in real terms, which averaged 
4.4 per cent. in 1954 as a whole, slackened from 6.3 per cent. in the last quarter 
of the year to 4.9 per cent. in the first quarter of 1955, to 3.2 per cent. in the 
second quarter and to 2.7 per cent. in the third quarter. A significant aspect of 
the slackening 1n this latest quarter for which estimates are available was the 
halt in the long expansion in purchases of household goods. 
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The Bankers and the Squeeze 


HE bankers during this past year have been called upon to serve in the very 

front line of the effort to check inflation and safeguard the balance of 

payments. In the quarter-century since they last found themselves in 
this role, the aims of the offensive as well as the terrain and climate in which it 
must be waged have been radically changed. Monetary weapons became in 
1955 the primary instruments of economic policy, but this was not so much a 
reversion to former practices as an experiment in new ones—because this is the 
first time they have been so used since Britain attained full employment and 
governments accepted responsibility for maintaining it. The lessons to be 
drawn from this experience are therefore of great and lasting significance. It 
is even more important to learn from it the new conditions of warfare and the 
weaknesses revealed in tactics or weapons than to assess the precise state of the 
particular campaign. This lends to the latest batch of annual statements from 
the bank chairmen an unusual importance. The bankers were not the architects 
(or even, most of them, the advocates) of the new strategy, but they have been 
and remain the commanders in the field. 

Their despatches from the battle-front have on the whole measured up well 
to this wider need. They focus less upon the immediate state of the offensive 
and upon the chances of the 1956 campaign than upon the study of tactics and 
appraisal of weapons. Inevitably, some of them are set more effectively than 
others against the background of wider strategy, some of them get entangled in 
theory, and many punctuate their appraisals of the monetary front with appeals 
lor new offensives on quite different fronts. But together they provide a 
formidable body of evidence. 

Naturally, the conclusions reached are not unanimous. The one clear point 
of unanimity is a dislike of the bludgeon introduced by Mr. Butler in the middle 
of the campaign—the “‘ request ”’ for a positive and significant reduction in the 
total of bank advances. As Lord Harlech, of the Midland Bank, points out, this 
was an entirely new device, since the request was quantitative, whereas all 
former requests, made during the period 1939-52, had been qualitative— 
requiring advances to be refused or restricted for certain purposes and encourag- 
ing them for other purposes. Its even more important characteristic was the 
departure it involved from the principles that led to the revival of the monetary 
weapon—the effort, which most of the bankers specifically applaud, to meet the 
threat to the economy without a return to physical controls. In the words ot 
Sir Oliver Franks, of Lloyds Bank, the request was “‘ a return in this one field to 
the technique of rationing that had been abandoned in all others’, a point that 
is also emphasized by Sir Thomas Barlow, of the District Bank. In company 
with Lord Aldenham, of the Westminster Bank, Sir Oliver also makes a further 
fundamental criticism—that the ‘‘ request ’’ compelled the banks “ to make a 
common front to our borrowers ’’ and forced the safeguard of competition into 
abeyance. Whether or not the bankers thus take exception to this device in 
principle, they all of them voice strong distaste for it in practice—not merely 
because of the arduous and difficult work in which it has involved them (just 
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how arduous is strikingly revealed by some statistics quoted by Lord Harlech), 
but especially because of the invidious choices they have had to make. 

Most of them concede that, 1n the particular circumstances in which the 
Chancellor found himself by mid-1955, this “ artificial and arbitrary ”’ device 
(as Mr. D. J. Robarts, of the National Provincial, described it), this “‘ retrograde 
and regrettable step ’’ (Mr. A. W. Tuke, of Barclays), was probably necessary— 
even though it produced “a great deal of frustration and friction ’”’ without 
doing “‘ very much to reinforce monetary management ”’ (Sir Thomas Barlow), 
or yielded only “ temporary alleviation’ (Sir Eric Carpenter, of Williams 
Deacon's), or was simply an attempt “ to cover up symptoms ”’ (Mr. Robarts). 
The chairman of Martins Bank, Mr. A. H. Bibby, who received a knighthood in 
the New Year awards, regarded it as the only alternative to “ regulations, 
orders and restrictions’ ; Sir Oliver Franks saw it as the alternative, if a 
further rise in Bank rate was ruled out as of uncertain value, to no action at 
all—and thought it better than that. 

Although the bankers reluctantly accepted this arbitrary restraint as an 
emergency measure, some of them at least are convinced that the need for 
it could have been avoided if the natural restraints of monetary policy had been 
brought into play sooner and more vigorously. Indeed, a number of them make 
an unexpectedly strong retort to the widespread argument that the orthodox 
measures, upon which sole reliance was put by the authorities in first half of 
the year, were of little avail. Most prominent here is Sir Oliver, whose closely 
reasoned argument will be fully examined in a wider context later in this 
article; but on this point he is matched in forthrightness by Lord Aldenham, 
who declares that the effectiveness of policy between February and July has 
been underestimated. He affirms, indeed, that even after July “ our conven- 
tional liquidity ratios would soon have forced us to call a halt ...if... the 
Treasury and Bank of England had, as they have done, prevented our deposits 
from rising ’ 

The ability of these authorities to diminish the credit base, and thus 
force us to restrict advances, has been clearly shown; this should kill the 
hoary old myth that the trading banks can increase the volume of credit at will. 


Mr. Tuke, explaining the force of this principle of squeezing the banks’ liquid 
assets, tries to draw a distinction “ in theory " between dear and scarce money, 
while later noting how the resultant sales of investments depressed gilt-edged ; 
these pressures, he shows, soon forced the banks “ to look to their advances in 
order to obtain some relief’. The same point is made by Lord Harlech, even 
though the Midland Bank had not then felt the need to reduce its investment 
portfolio. 

The fact that the trend of advances changed only slowly was evidence, 
Lord Harlech also observes, not so much of any inadequacy of response to 
monetary policy as of the absence of marked over-expansion of borrowings for 
speculative purposes or excessive building-up of stocks in traders’ hands— 
tendencies against which orthodox measures were particularly directed in 
former times. This is a valid and important point, even though it implies a 
very narrow concept of what constitutes speculation and over-expansion. 
Neither Mr. Tuke nor Lord Harlech, having carried the argument about pace 
thus far, takes the crucial step in the sequence : that the speed with which 
liquidity pressures force the banks to “ look to’’ their advances is a direct 
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function of the speed with which the gilt-edged market falls (and interest rates 
there rise). Mr. Tuke points out that the sale of investments “ does not do 
much ’”’ to improve the liquidity of the banking system as a whole—unless the 
(Government itself takes up part of the stock offered. But why, since the whole 
purpose of orthodox restraint is to force down bank deposits and bank assets 
(including advances), should there ever be any suggestion that the authori- 
ties should make it easier for the banks to sell investments and restore their 
liquidity when the squeeze begins to do its intended work? 

Despite some occasional strayings of this kind, the arguments of the bankers 
against direct restraint, their hopes that it will soon be discontinued and will 
not recur, and their comments on the workings of policy in the first half of last 
vear all add up in effect to a strong case for reliance on the traditional tech- 
niques, and for making sure that in future they will be used as promptly and as 
tirmly as necessary. Yet only one or two of the chairmen follow through the 
logic of their own first propositions. Most of them sidestep the argument by 
emphasizing the undoubted truth that modern conditions have made the 
economy in some ways less responsive to monetary pressures than it was in 
former times. Instead of concentrating their attention upon the improvement 
and adaption of the techniques on this front, they focus on other fronts where 
they feel the decisive battle against inflation must be fought. Five chairmen— 
Mr. Robarts, Mr. Tuke, Mr. Bibby, Sir Thomas Barlow and Sir Eric Carpenter— 
all turn their biggest guns against government expenditure, some of them 
emphasizing their recognition that no major cuts can be achieved here without 
major changes in policy. 

However necessary it may be to reduce the load of government and other 
public-sector expenditure, and to lighten and recast taxation so as to promote 
incentives—subjects on which Mr. Tuke and Sir Eric Carpenter, in particular, 
have much to say—such policies by themselves could not strike to the root of 
the problem. There can be no check to the progressive fall in the purchasing 
power of money, and no assurance of stability in the balance of payments, unless 
the totality of demands upon the economy is kept within reasonable bounds. 
I:mphasis upon this fundamental truth has lately led to renewed misrepresenta- 
tions from left-wing circles, to the effect that one wing of the Tory party is 
demanding the creation of a “‘ pool’ of unemployment. The atmosphere thus 
caused has not, however, prevented several of the bankers from discussing the 
realities of this problem. Mr. Robarts feels that the effectiveness of the money 
weapon will always be limited because it is never likely now to be pushed to the 
point of causing unemployment, and yet he wants to reduce the general level 
of demand. The alternatives are not so stark, however, or the problem so 
insoluble, as this implies. To secure the requisite restraint of demand to stop 
inflation does not require the deliberate creation of unemployment and a plunge 
into deflation ; but it does require a new approach to the concept and purpose 
of full employment. This line of reasoning, which deserves to be ever more 
widely discussed despite the risks of misunderstandings, is well developed by 
lord Harlech and Mr. Tuke. 

Lord Harlech emphasizes that the universal objective of full employment, 
properly understood, “ does not confer upon any individual the inalienable 
right to retain his present job for as long as he himself chooses and to move to 
another one just as he feels inclined. Nor, on the other hand, is it intended to 
keep open a free field for ‘ poaching ' of key emplovees, with all the waste and 
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frictions that result from excessive staff turnover and the loading of costs with a 
variety of inducements and incentives ’’. Like Mr. Tuke, who is equally sure 
that there can be no solution of the problem of inflation while such overfull 
employment remains, he would like the objective of full employment to be 
defined as a job for everyone who wants one, allowing for some transition 
between jobs. 

Sir Oliver Franks does not commit himself to any specific definition, but a 
similar approach is implicit in his whole detailed analysis of the proper role of 
monetary policy. It is a highly instructive analysis, which should be-prescribed 
reading for all M.P.s, in many quarters of the City, including high quarters, and 
certainly including Chancellors of the Exchequer. His first cogent point 1s that 
inflation is robbing many people of the opportunity of sharing in the national 
prosperity : for many vears past it “‘ has taken the place of unemployment as 
the main evil afflicting our society ’’. To stop it should be a major object of 
policy in its own right ; the effort should not be a mere by-product of measures 
to safeguard the balance of payments, and it should not be subordinated to 
other objectives, however admirable in themselves. 

The remedy to which Sir Oliver points is orthodox monetary policy. The 
first moral he draws from postwar experience is the overwhelming importance 
of adequate exchange reserves, the state of which he regards as “‘ deeply dis- 
quieting ’’. Had the reserves last year not been near danger point, traditional 
monetary policy could have been allowed time to do its work. Secondly, 
modest use of normal restraints, if applied early, may avoid drastic expedients 
later on. This requires an improvement in forecasting, but more important still 
is to pay due attention to the “ oldest signals of inflationary danger ’’—notably 
an increase in the supply of money, construed in the light of the trend of interest 
rates. The rising gilt-edged market in 1954, at a time when production was also 
rising strongly, was proof that the money supply was excessive ; if money 
policy had been realistic, gilt-edged would have fallen, and this would have 
put a brake on activity. Thirdly, therefore, a tight rein must be kept on the 
supply of Treasury bills (often treated ‘‘ as the modern equivalent of the print- 
ing press ’’), to control bank liquidity and therefore bank deposits—so that 
Government management of the gilt-edged market, with the Treasury borrow- 
ing there whenever the supply of bills threatens to become excessive, is one of 
the key regulators of the economy. From all this it follows that it is the trend 
of deposits that is important, not the trend of a particular form of credit : “a 
policy directed only to the restriction of advances can never really be a sub- 
stitute for a proper monetary policy ’ 

These principles, says Sir Oliver, have far-reaching implications. The 
vitality of “ our kind of democracy ’’ depends on wide diffusion of initiative, 
decision and responsibility ; and an orthodox monetary policy, which fosters 
competition, promotes these conditions in the nation’s economic and financial 
life. The climate within which money policy works now may be very different 
from that of former times. But in one sense the present problem is all too 
familiar. The economy last year was ‘a working model of the inflationary 
boom of the text-books ’’. At times like these “ it pays to have regard to some 
old-fashioned beliefs ’’—that the size of the money stock is important, and that 
excessive reliance by the Government on short-term borrowing is dangerous. 
THE BANKER need hardly add that with all such precepts it is in whole-hearted 


agreement. 
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The Soviet Economic Offensive 


ECENT months have witnessed a far-reaching change in the strategy 

and tactics of the Soviet Union and its satellites in the cold war against the 

non-communist world. Even before the death of Stalin three years ago, 
the policy of military and political aggression was being pushed into the 
background in favour of the more subtle offensive of economic penetration. 
Now the front in this offensive is being switched from Europe to the more 
fertile soil of the Middle East and the Indian peninsula. By economic blandish- 
ments, a bold bid is being made for the allegiance of the principal big group of 
countries that are not as yet already committed to either ideological bloc. 

So far the campaign has been one of words rather than deeds. But in these 
countries to-day the subconscious demand may be less for deeds than for hope. 
The Russians may not yet have supplied the steel but they have held out some 
attractive and spectacular carrots. The foretastes were the arms for the 
Egyptians and the hints about aid for the High Dam. Then came that show- 
piece for Asia, the noisy parade of Mr. Khrushchev and Marshal Bulganin 
through the length and breadth of India and Burma. They participated in all; 
they promised all. ‘‘ Tell us what you need and it shall be provided ”’ was the 
gist of their many speeches—besides of course the vituperative attacks on 
the “ colonial ’’ powers, which received most of the publicity in Britain. 

[It is now clear that most responsible Indians and Burmans, in official and 
unofficial circles, were genuinely shocked by the gross offensiveness of these 
attacks, and they were certainly not wholly taken in by the genial attitude of 
the Russians to their own problems. But that is neither the full story, nor the 
end of it. Messrs. Khrushchev and Bulganin were accompanied not only by 
thirty security officers but, more quietly, by some seventy other officials, mainly 
connected with the economic departments. These officials stayed behind in 
New Delhi while the circus toured the provinces. There had to be some results 
to the tour besides words. But when Mr. Khrushchev so lovingly declared that 
he would share his “ last crust of bread ’’ with the Indian peasant he was not 
making an offer of grain to the Indian Government ; he was making a bid for 
the minds of the mass of the Indian people. In terms of action, the West is 
doing incomparably more than the Communist powers to aid economic develop- 
ment in India and in the other free Asian countries; but that of itself may not be 
sufficient to win the battle. It is necessary in addition for the West to demon- 
strate what it is doing—and for the peoples of the West, as well as their govern- 
ments, to understand the nature and extent of the Communist challenge. 





I— Where the Communists Trade 


To the Communist bloc, trade with the outside world is for the preponderant 
part a political instrument. A central principle of Communist economic plan- 
ning is self-sufficiency, an aim that may be within the reach of an area so vast 
in extent and so well endowed with mineral and other natural resources. The 
foreign trade of the Soviet Union, including trade with its satellites, amounts to 
no more than 1-14 per cent. of its national product. Individually, the satellite 














76 THE BANKER 





and other Communist economies are certainly less self-sufficient than this, but 
as a bloc they are probably not much less so. In this close dovetailing of the 
Communist economies there lies the principal reason for the failure of recent 
Communist attempts, made for political purposes, to expand trade with western 
Europe. 

The Soviet Union, Eastern Europe and China are nowadays virtually unable 
to offer any significant long-term surpluses for export ; nor can they offer any 
substantial and genuinely enduring markets for western produce. The tradi- 
tional export from eastern to western European countries, food, has all but 
ceased. In 1954 wheat actually moved from west to east ; that movement was 
partly attributable to the poor harvest in the east, but even in an average year 
East Germany, Poland and Czechoslovakia together reckon to import around 
24 million tons of grain. In China, too, the traditional export products—soya 
beans, cotton, minerals—are being pre-empted by the demands of industrialli- 
sation and “ integration ’’ with the rest of the Communist bloc. 

Moreover, economic development in these countries has not, as it would have 
done elsewhere, opened new markets for western suppliers. The effective 
demand for consumer goods is still small. Even in the Soviet Union’s third 
postwar five-year plan, covering the years 1956-60, the consumer remains in 
his secondary place. Heavy industry capacity is destined to expand by an 
average of 70 per cent., and output of consumer goods by only 60 per cent. The 
counterpart of this is that labour productivity is expected to rise by 50 per cent., 
but wages by only 30 per cent. Moreover, the market for consumer goods is 
virtually closed to the west ; and even the market for capital goods seems to be 
much smaller than is popularly made out. The eastern purchasing commissions 
admittedly are frequently interested in specific items of equipment offered by 
western firms ; but all too often these firms find that, after gearing their 
tools to the needs of the initial order, repeat orders are not forthcoming. The 
Communist countries pay small heed to the provisions of patent law. In any 
case, a fundamental deterrent to a significant revival of East-West trade is the 
inability of the eastern countries to pay, a weakness that springs directly from 
the internal Communist policies that have eroded and pre-empted the supplies 
of primary products that the west needs. On balance, there is no question that 
the Soviet Union, China and the satellites are now net importers of food and 
raw materials. 

In the gigantic integrated economy of the Communist bloc, outside trade 
has become economically unimportant. But it is not unimportant politically. 
lhe very economic independence of the bloc enables it to direct its trade into 
channels that reap the largest political dividends. Whenever a non-Communist 

country has found itself in difficulties in its regular trading or payments trans- 
actions with its western partners, the mammoth Communist state trading 
organizations have seen, and quickly seized, their opportunity. To the Com- 
munist economics, the ensuing trade is marginal ; to the individual western 
country, it may require a major re-orientation of its trade pattern, yet may 
involve it in a dependence on the most ruthless of trading partners in the 
history of international commerce. 

This Communist strategy is quickly apparent from a glance at the non- 
(ommunist countries whose trade with the Communist bloc is proportionately 
the most important. At the top of the list comes Finland, which in 1954 sent 
27 per cent. of its exports to the Soviet Union and other countries of the 
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Communist bloc and took a slightly higher proportion of its total imports 
from them. Finland, of course, was bound tightly to the Soviet Union by its 
huge war reparations burden ; this has long been discharged, but the Finns 
have not found it easy to reduce their dependence on the Soviet market—and 
now have great difficulty in securing payment in either the supplies they need 
or in transferable currency. Austria finds itself in a similar position. Second 
on the list in 1954 stood Iceland ; for the price of a few million tons of fish 
banned by Britain’s trawlermen, the Communists could overnight make 
Iceland dependent on their whims for one quarter of its exports. The same 
story is repeated in varying degree down the list. When Iran found itself 
chronically short of foreign exchange as a result of the drying up of its exports 
of oil to the west, Moscow stepped in with a trade agreement. When Egypt 
found itself unable to sell its surplus cotton at uneconomic prices, the trade 
missions from half a dozen Russian satellites turned up to oblige and to offer in 
return an attractive list of their own supplies, perhaps still more overpriced. 





THE UNIVERSAL SURPLUS DEALERS 

The Communist bloc has become a buyer of unsaleable surpluses on a scale 
second only to the United States Department of Agriculture—with the helpful 
difference that its offers are open to all comers, and with the less comfortable 
difference that the purchase is only the first link in a chain that usually proves 
more of a stranglehold than a support. Rubber from Ceylon, rice from Burma, 
tobacco and wheat from Turkey, tobacco and fruits from Greece, wine from 
France and Italy, dairy produce from Denmark, fish from Norway, wheat and 
meat from Argentina and Uruguay, coffee, cotton and sugar from Brazil, 
sugar from Cuba, wheat and butter from Canada—big brother has had appetite 
for them all. The supplies can for the most part be well used, to make good the 
shortcomings in agricultural production in the bloc itself ; and where neces- 
sary, a commitment will be undertaken even though it involves complex 
shunting to the ultimate destination—as for example in the recent agreement by 
Russia and China to buy from Burma a total of 300-350,000 tons of its surplus 
rice, to be used to fulfil obligations to the Viet Minh. 

Some of the countries that have entered into such agreements, notably 
Canada and Burma, have done so essentially to get rid of their surpluses; last 
month, further, President Eisenhower hinted that the United States might 
even try to mitigate its own gigantic agricultural problems by directing some 
of its overseas disposals to the Eastern bloc. But most of the countries that 
participate in significant trade agreements with the Communist bloc do so by 
reason of general weakness in their payments accounts, which of course is 
itself frequently the result of over-pricing of exports and subsequent accumula- 
tion of unsaleable stocks. Turkey, Greece, Egypt, Argentina and Brazil 
unquestionably fall into this categorv. The attractiveness of the Communist 
offers to such countries lies not only in the disposal of surplus commodities but 
also in the acquisition of imports without recourse to foreign exchange. Essen- 
tially, the pull is the same as that of the barter agreements so skillfully deployed 
by Dr. Schacht for Nazi Germany—though the net in which the weak countries 
find themselves is likely to be even tighter than the Schachtian one, if only 
for the reason that the bargaining power of the Communist bloc is the greater 
by dint of its greater self-sufficiency. Like all dealers in surpluses, the Com- 
munists find little difficulty in going without. 
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For that reason, and because of their actual methods of trading, the Com- 
munist economies offer little scope for increased trade with the advanced 
countries of the west—though that is not to say that an advantageous basis 
may not be found for isolated transactions. Thus far, the same has been true in 
Asia. In principle, admittedly, there is less reason why it should be true, since 
the emerging surplus of manufactures and equipment in the Communist 
countries may—t is still too early to say definitely—conform to Asia’s require- 
ments in its drive for industrialisation. But to-day, except in the countries 
with which it has transacted special deals in surplus commodities, the Com- 
munist bloc has secured only a tiny foot-hold. In 1954 the proportion of India’s 
trade with all Communist countries was little over I per cent., and that of 
Indonesia scarcely larger. At such levels of trade, it is not difficult for the 
Communist countries to show spectacular percentage increases. In the first 
half of 1955, for example, trade with India rose by two-thirds ; but this still 
brought the proportion of India’s total trade with these countries to a mere 
1} percent. The significant development of 1955 was not the increase that took 
place ; it was the bid for the future, the onslaught of a propaganda offensive 
backed by every heavy gun in the well-tried Soviet armoury. 


Il1— The Bid for Asia 


The Communist offensive is on a broad front. The key target is India, but 
under fire also are the whole range of countries on the physical and ideological 
fringe of the western world—above all Indonesia, Burma, Afghanistan, Iran, 
Syria and Egypt. In Egypt the bid against the west has been scarcely less 
dramatic than in India. The links between Egypt and the western powers 
have been sorely tried by the dispute with Israel and by the nationalistic 
antipathy felt by most Egyptians to western alliance. The chance has been too 
good to miss. The Communists have gone further than merely to extend trade, 
by relieving Egypt of its surplus cotton and rice in exchange for industrial 
goods and equipment. Following hard on the announcement of the delivery 
of a large quantity of modern weapons to Egypt from Czechoslovakia—surely 
a more barefaced act of war profiteering than has ever been undertaken by any 
capitalist concern—it became clear that the Communist powers were trying 
hard to secure the contract for the construction of the huge Aswan dam, the 
key project underlying Egypt’s programme of industrial development. The 
Kgyptian authorities are known to have been reluctant at first to accept the 
terms attached to the offer made by the World Bank (for a loan of $200 
millions) and by the United States and United Kingdom governments (for a 
total of $70 millions). The Egyptians compared, and negotiated further ; no 
firm decision is yet known, but late last month Mr. Eugene Black, president of 
the World Bank, together with senior officials, visited Cairo for further dis- 
cussions. It does now appear that Aswan will go west after all. 

In India, the Soviet bloc won its first spectacular prize twelve months ago: 
agreement on the erection of a steel mill of a capacity of 750,000 tons. Final 
details of the contract are still not settled, but the main outlines can now be 
given. The cost of the project (which is due to be completed by end-1959) 
is estimated at the equivalent of around $91 millions, plus $5} millions for 
preparation of the blueprints and preliminary work—a sum that was to be 
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paid by India whether the offer was accepted or not. The agreement covers 
the exchange of technical personnel ; the Soviet technicians will be available 
not only to guide construction but also to help launch operation. India is 
vranted a credit for a duration of twelve years, and will pay interest on it at 
2! per cent. Payments are to be made in rupees into a special account of the 
Reserve Bank of India, to be used to finance Soviet purchases from India or 
for conversion into sterling. Besides this major scoop by the Soviet Union 
itself, important offers were made during 1955 by Czechoslovakia, for the 
construction of a sugar mill and chemical factories. 

It was to be expected that some further Soviet offers would result from the 
Khrushchev tour ; they are important, but hardly match in significance the 
role in India’s development drawn out for the Soviet Union in Mr. Khrushchev’s 
speeches. The one firm commitment appears to be for the supply of a total of 
one million tons of steel in the three years to the end of 1958, the first deliveries 
to take place this year ; a further 60,000 tons of steel is reported to have been 
offered by China. Less definitely, the Russians have agreed to aid oil exploration 
and diamond mining—and Soviet technicians may be expected to appear in 
other fields too, judging by the number to be seen at the international trade 
exhibition held in New Delhi over the turn of the year. Agreement has also been 
reached on the establishment of a joint shipping service. Finally, the Indo- 
Soviet trade agreement is to be extended in scope, on lines now under. discus- 
sion, The existing trade agreement comprises a five-year agreement first signed 
in December, 1953, and renewable at the end of every year. It provides for the 
exchange of jute, tea, coffee, tobacco, vegetable oils and other agricultural 
produce for wheat, barley, crude oil and petroleum products, paper, iron and 
steel products, agricultural and electrical machinery—and films. 

The importance of the last item, in conjunction with the tenor of the Soviet 
propaganda drive, should not be under-estimated. At the fair at New Delhi 
the Soviet pavilion was showing a film illustrating the peaceful uses of atomic 
energy. The film told no Indian scientist or technician one fact he did not 
know ; its method, and purpose, was crude in the extreme. But the film tent 
was Invariably packed to capacity, for the most part by ordinary Indian 
citizens on a day’s outing ; and their faces left little doubt that the intended 
message, again of hope rather than of fact, had got across. 


AIp—AT WorRLD MARKET PRICES 


The Soviet need for propaganda, certainly, is paramount. Not only has 
the volume of trade been limited, but in addition—despite the barrage of 
cajolery and promise—aid has been almost entirely absent. The Soviet Union 
has not even made its full contribution to the United Nations agencies through 
which economic aid is channelled from international sources. “‘ Tell us what 
vou need and it shall be provided ”’ is a somewhat less attractive slogan when 
it carries the implied rider “ at world market prices’. It should be noted, 
further, that the Soviet Union, unlike the taunted “‘ colonial ”’ countries, 1s 
committing none of its capital in free Asia for any extended period. Even the 
much vaunted steel credit is self-liquidating in twelve years. 

India and Egypt, for different reasons, appear to provide the best target 
lor the Soviet economic offensive in the East ; in the surrounding countries, 
the opening of the offensive is plainly visible, though it has as yet remained 
on a less spectacular plane. In Burma, the only direct result of the Khrushchev 
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mission appears to have been a Soviet promise of equipment to a technical 
institute, deemed a gift but in effect to be reciprocated by supplies of rice. 
Burma appears to have had some difficulty in securing from the Soviet Union 
and China satisfactory supplies in exchange for its surplus rice ; there have 
been reports that scrap iron has been transported over the Burma road. 

Afghanistan, on India’s opposite flank, is closely linked to the economy of 
the Soviet Union, but by the facts of geography rather than of ideology. The 
country publishes no trade figures, but it is believed that the proportion of its 
trade with the Soviet Union may be as high as 25 per cent. In the past vear 
Russia has agreed to construct grain silos, a flour mill and a bakery, and 
Czechoslovakia has renewed credits first granted in 1954 to cover the provision 
of equipment for a cement plant, a cotton mill and for the leather processing 
industry. lurther, agreement has been reached to route Afghan trade with 
Europe overland through Russia rather than via the route through Karachi. 

In Pakistan, Moscow can find little scope for infiltration, on account of the 
country’s military and economic connections with the United States ; but it 
is interesting to note that the proportion of Pakistan’s exports to the Communist 
bloc (notably to China) has been considerably larger than that of India. In 
1954 the proportion reached 9.4 per cent.—though imports from the bloc 
amounted to less than 1 per cent. of total imports. In the Middle East proper, 
the main Soviet drive, apart from that in Egypt, has been in Iran and Syria. 
Communist influence in Iran may be expected to wan> somewhat now that the 
country’s oil revenues are again flowing abundantly; but in Syria the reverse 
may be true. A trade and payments agreement was signed with the Soviet 
Union in November, 1955, and during the year important industrial contracts 
were concluded with two satellite countries. Czechoslovakia is to supply two 
cement factories, a sugar refinery, and a water pumping and power station ; 
whilst Eastern Germany is to supply a textile plant. 

It is continually necessary, when detailing these proposed new ventures— 
and most of them so far are no further than the proposal stage—to reiterate 
that they are news because they are the exception, whilst the corresponding 
new projects of western firms are commonplace. These are not heralded, they 
are accepted. But it is vital, if the Soviet economic effort in Asia is to be set in 
proportion, to give some account of the aggregate contribution of the western 
countries, and in particular of that element so rare in the Soviet arrangements, 
economic aid. The Russians must not be allowed to succeed in their purpose 
of giving the movement towards industrialisation in Asia a Communist cachet. 


Ill— Deeds from the West 


The total value of the capital equipment that the Soviet bloc is proposing to 
deliver to the free countries of the Middle East and South East Asia in 1956 
amounts to between {40-60 millions. The value of equipment imported from 
the west in 1954 by India alone was £74 millions, of which {40 millions came 
from the United Kingdom. Part of this equipment was supplied on an ordinary 
commercial basis, under credits arranged in the market. But a substantial part, 
too, was financed from the proceeds of governmental or other official loans and 
aid. Most of these funds are channelled into the far-ranging Colombo Plan. In 
form, this is nothing more than a consultative committee for co-operative 
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developme nt in South and South East Asia.* In practice, it is the western 
powers’ answer to the needs of their Asian friends—a working body that not 
only canalises money but also helps to co-ordinate the diverse plans. 

In the six years since the Colombo Plan was conceived, capital amounting to 
no less than £580 millions has been made available to the Asian member 
countries. Britain’s contribution is both tangible and intangible. Large capital 
sums go each year from the United Kingdom government to the countries of 
South and South-East Asia. In addition the long-standing economic connection 
between Britain and these countries, and their common membership of the 
sterling area, have permitted the maintenance of much of the traditional 
flow of private investment capital from the United Kingdom. A substantial 
part of this capital movement consists of the transfer of reserves and other 
assets from companies based in the United Kingdom to their operating branches 
in Asia, together with the ploughing back of profits earned by them in those 
areas. There can be no precision in estimates of the sums involved ; they are 
not identified by the U.K. Exchange Control, since the countries involved are 
all in the sterling area. But figures recently published by the Indian Reserve 
Bank show that total foreign investment in India during the five and 
half years to the end of 1953 reached very nearly {100 millions, of which no less 
than 82 per cent. came from Britain. Of Britain’s contribution, moreover, 
more than four-fifths comprised direct investment—an injection of capital into 
India’s economy for unspecified periods. Further, it is important to recall that 
a very large part of India’s floating capital is mobilised by British banks ; 
the figures are impossible to assemble, just because the integration of London 
banks in the Indian banking system Is so close. 

In addition to these sources of British capital, India, Pakistan and Ceylon 
are able to draw on their sterling balances held in London ;. under existing 
agreements, the immobilised parts of these balances have been freed at an 
aggregate rate of {42 millions a year. This might be regarded merely as the 
return to these countries of what Britain owes them—a contention that must 
be hedged by reservations about the manner in which these abnormal balances 
were built up during the war. But apart from these releases, the United 
Kingdom government has since 1951 made available a total of approximately 
{So millions in grants, loans, credits and technical assistance to the countries 
within the Colombo Plan. 

The funds have been made available under numerous heads. In 1953 a 
credit of £10 millions was granted to Pakistan to assist schemes that could 
contribute to the development of food production ; so far £7 millions of this 
credit has been drawn or committed. Up to March 1955, grants and loans for 
rehabilitation and development in Malaya, Sarawak and North Borneo 
to the extent of £50 millions had been granted, and a further £4 millions was 
made available for these purposes in the current financial year. Britain has also 
released £60 millions of its sterling contribution to the World Bank for loans 
to countries in the Colombo Plan area ; of this, however, only about £15 mil- 
lions has so far been committed. Another important institutional investor in the 
area 1s the Commonwealth Development Finance Company, now completing 








* The original members of the Colombo plan, first mooted at the meeting of Commonwealth 
foreign ministers in September, 1950, were Australia, Canada, Ceylon, India, New Zealand, 
Pakistan and the United Kingdom, together with Malaya and British Borneo. Subsequently, 
they were joined by the United States; Cambodia, Laos and Viet Nam: Burma, Nepal, and 


Thailand; Indonesia and the Philippines; and Japan. 
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the third year of its operations. The company has subscribed over {1 million 
to the Sui Gas undertaking in Pakistan and has also joined the eastern exchange 
banks as a British subscriber to the capital of the newly formed Industrial 
Credit and Investment Corporation of India ; the total British contribution 
to this institution amounts to £750,000, out of a total initial capital of £38 
millions. 

The contribution of the United States in the provision of capital and in the 
grant of outright gifts to the free Asian countries has been even larger in quan- 
tity than that of Britain, and most of it has been channelled through the 
Colombo Plan. In the five years to mid-1955, United States economic assistance 
to the Asian members of the plan totalled $841 millions, equivalent to £300 
millions. A substantial slice of this aid has been in the form of gifts of wheat 
and other foodstuffs ; some $265 millions has been received in this form by 
India and Pakistan. The pace of U.S. assistance has been quickening in recent 
years, though it may now be levelling out. Pakistan, as a country having a 
military alliance with the United States, receives defence support aid, as well 
as aid under the U.S. technical co-operation programme. Total U.S. economic 
aid received by the country under these heads rose from $22 millions in 1953-54 
to $60 millions in 1954-55. India has no military link with the United States, 


TABLE I 
THE MEASURE OF ASIA’S AMBITION 
Cost OF DEVELOPMENT IN THE PUBLIC SECTOR 
(£ millions) 
1953-54" 1954-551 1955-50} 
2 2 








Burma .. ‘4 wd ‘a 51.4 41.2 
Ceylon .. ¥ sl - 18.3 30.1 31.8 
India... -“ . od 287.2 406.6 533-1 
Indonesia a + éa 68.0 76.3 40.7 
Federation of Malaya. . - 17.4 16.7 21.5 
Nepal .. - hi - 0.7 0.4 0.4 
Pakistan - és - 64.4 88.0 120.2 
Singapore ‘i ot - I1.4 15.7 15.4 
Thailand és Pd 7 23.1 28.1 23.9 

541.9 724.6 827.0 








* Actual or revised estimates. | Revised estimates. t Budget estimates. 


yet its total receipts of economic aid have in recent years been almost the same 
as those of Pakistan. Around $10 millions of the aid has been under the 
invaluable technical assistance scheme. 

The aid appropriations for south east Asia for the fiscal year 1956-57 have 
not yet been announced ; but the President, in his budget message to Congress, 
requested an increase of $68 millions, to $1,792 millions, in total economic aid 
to all countries. He is now expected to request Congress to place a portion of 
foreign aid on a ten-year basis, permitting U.S. government departments and 
receiving countries alike to plan ahead with greater certainty. Congress has 
in fact already agreed to commit funds for three years, through the establish- 
ment of a special fund of $100 millions available for the grant of loans and gifts 
to Asia up to mid-1958. 

In addition to aid granted by the United States government itself, the 
Export-Import bank has authorised development credits to Colombo Plan 
countries totalling about $130 millions in the past five years. United States 
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private investment in these countries has continued to flow at a relatively high 
rate. Direct investments, which account for the bulk of the total, amounted to 
$400 millions in 1953, and rose to $440 millions 1n 1954. A substantial part of 
these investments was made by oil companies; in view of their big refinery pro- 
eramme in India and Pakistan, outlays in 1955 are likely to show a further 
increase. 

Another capacious channel for the flow of capital from the western powers 
to the Colombo area has been the World Bank. During the past year the Bank 
has made seven loans totalling about $90 millions to these countries. Altogether 
the Bank has lent a total of $260 millions in the area. It has also supplied 
considerable technical assistance. In Ceylon it has provided a director for the 
Institute of Scientific and Industrial Research, and is helping in the establish- 
ment of a Development Finance Corporation. The role of the bank in the 
Colombo Plan area should shortly be supplemented by the establishment of the 
[International Finance Corporation, which will concentrate entirely on the 
financing and promotion of private enterprise. Britain, the United States and 
Canada are among the countries that have already adhered to the corporation, 
and it may be expected to be in operation by the end of the year. 


AN ILLUMINATING CONTRAST 


Perhaps the most significant venture to which the World Bank has com- 
mitted itself is the vast scheme to dam the upper reaches of the Indus river 
and to irrigate and fertilise thousands of square miles of what is now semi-arid 
land in the great Indian desert. The project demands political agreement 
between India and Pakistan about the equitable division of the waters of the 
Indus. Talks to secure an understanding have been held under he auspices 
of the Bank. They have met with considerable difficulties, but seem likely to 
succeed. If they do, large amounts of capital will be invested for the ultimate 
purpose of supplementing supplies of food in an area that has long lived on the 
fringe of famine. This is development and capital investment in its most 
constructive guise. It is a flow of capital that goes hand-in-hand with the work 
of peace—and provides an illuminating contrast to the cruel and cynical oppor- 
tunism of Soviet methods. When, for their part, the Russian leaders went to 
Kashmir they did all they could to raise political tension between India and 
Pakistan. They talked large about economic development and at the same time 
did their best to poison the wells of goodwill between the two nations, on whose 
peaceful relations the actual economic development of both depends. The 
contrast should not have passed unnoticed among Asian observers. 

The Colombo Plan is a truly international project, at the giving as well as 
the receiving end. The third largest donor so far has been Canada, which has 
contributed some $135 millions. This includes a special grant of $5 millions for 
wheat to Pakistan, of which the rupee proceeds are being used as a contribution 
to the Warsak hydro-electric and irrigation project. Canadian assistance has 
further been responsible for the construction and equipment of a school of 
practical technology in Ceylon, and Canada is committed to provide India with 
[20 steam locomotives at an estimated cost of $21 millions. Australia has 
pledged over £A30 millions under the Colombo Plan. A particularly useful 
investment has been the finance of technical assistance in the development of 
agriculture in India and Pakistan. New Zealand, during the four years to last 
June, has made available about {1 million a year for capital aid under the plan. 
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The technical aid provided under the Colombo Plan comprises a two-way 
movement. Technicians are sent from the Western countries to the East, and 
students from the East are trained in universities and technical colleges of 
Europe and North America. Altogether, the number of such trainees has 
reached some 7,000 or more, while 3,700 experts have gone from west to east. 

Much of the contribution of the West to Asian development is of course 
made in the ordinary course of business. Spectacular projects are being 
launched in this way—including, be it noted, major steel plants for India. A 
contract has already been granted to the Krupp Demag concern for the erection 
of a steel mill at Rourkela ; and a conference of firms in the United Kingdom 
has made an offer for the construction of another mill at Durgapur under the 
auspices of the Indian Government. Negotiations are still in progress ; the 
main point at issue appears to be the length of the credit to be made available. 
These two schemes, together with the Soviet project at Bhilar, are expected to 
raise Indian steel output from its present level of about 1.3 million tons a year 
to around 4 million tons a year. Pakistan, too, is aiming at expansion in this 
sphere. Negotiations are in progress with Krupps for the erection of a steel 
plant of an initial capacity of 55,000 tons. The intensity of the drive towards 
industrialisation in these two countries, and in most of the other Colombo 
countries, is reflected in the table. The drive is in fact second only to the great 
efforts that have been made within the Communist regimes themselves. 

That is the measure of the challenge with which the West is faced. The 
economic and ideological battle with the Communists can never be won on the 
strength of past deeds, whose fruits in any case do not always arouse the 
gratitude of all those who gather them. The effort of the West must be intensi- 
fied; and it must also be shaped and presented in a form that is acceptable to 
the new demands of the people of independent Asia. One immediate step in 
this direction might be to place greater emphasis on economic aid in the much 
assailed Baghdad Pact, which allies Britain with Pakistan, Iran, Iraq and 
Turkey. 

If the West can emulate the Communists in catching the mood of the new 
political and social forces it can have little to fear. The Communists start with 
enormous disadvantages—above all else, sheer lack of experience in sub- 
tropical markets. At a recent trade exhibition in Burma the Soviet Union 
suffered considerable levity at its expense by offering western-type shoes, rarely 
worn by the Burmese on account of the heat, and in sizes far too large for the 
small feet of most Burmese. The story could be repeated many times over. 
And as the Soviet projects of capital construction get under way, the Com- 
munists may find themselves incurring some of the suspicion to which overseas 
investors are traditionally subject the world over. 

It is to be hoped, indeed, that nothing—apart from vigorous competition 
from the West—will be done to discourage Soviet Russia and other Communist 
countries from implementing the promises they have so lavishly scattered 
around in their wooing of the peoples of Asia. It is high time the economic 
resources of the Soviet bloc were tapped in order to aid the development of the 
needy countries. Let the cold light of realisation fall on the promises that have 
come from the Soviet leaders. That may reveal the gulf that can separate 
facts from words ; it surely will reveal such strings as may be attached to 
Soviet loans and investment. The circus season, it may be recalled, is drawing 
to its close. 
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As I See lt... 


By Sir Oscar Hobson 


























statements and it seems natural, even inevitable, that in this number 

of THE BANKER I should devote my space to writing something about 
banking. But I am not going to say anything about balance sheets or depre- 
ciation of investments or the chairmen’s addresses, which at the moment of 
writing this I have not even seen. 

What I have it in mind to try to write about is the present state of English 
joint stock banking and its future possibilities in their wider aspects. What I 
write is bound to be tentative, speculative and undogmatic because I have no 
clear ideas of what I want or where I want banking to get to. I am merely 
moved by a vague discontent and by the feeling that British banking is in 
danger of stagnating and that great institutions, if they do not move forward, 
must inevitably slide back. Other people, I think, have the same sort of feeling. 
| have in mind, particularly, the address given a couple of years ago by Pro- 
fessor Sayers to the Manchester Statistical Society and the presidential address 
of Sir George Erskine to the Institute of Bankers last May. 

One thing, perhaps the main thing, which bothers me about British banking 
as 1t 1s to-day is the weakening of competition among banks. If I say this to 
banking friends they are apt to protest and say that there is keen competition 
on service but not on rates. And, of course, I do not doubt that many branch 
managers vie energetically with one another in seeking to attract new accounts 
and even to “ pinch ’”’ them from each other. But I feel that this is largely 
shadow boxing. It has certainly become more so in the past six months in 
virtue of Mr. Butler’s decision to develop the credit squeeze by way of ordi- 
nance rather than use of the Bank rate, for that involved the banks in abjuring 
competition for debtor accounts. 

In any case, the doubt which rises in my mind is whether the amount of 
competition which now exists among banks is sufficient to vitalise the banking 
svstem and to drive it on to seek fresh woods and pastures new. 

One episode in the past year which struck me forcibly was the fact that in 
the spring, when banks were losing deposit money hand over fist, neither the 
clearing banks as a whole nor any of them individually could bring themselves 
to counter by raising the deposit rate. Rather than break with tradition, rather 
than show the flexibility of interest rates to which everybody in the City has 
paid such fervent lip service in the past four years, they preferred to throw 
overboard tens of millions of their Government stocks at heavy sacrifice. 

I know that the adoption of a uniform rate for deposit account money was 
one of the earliest modes of co-operation among London banks. I know that it 
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an important safeguard for the public in that it put an end to the “ cut throat ” 
competition between banks which did, in fact, end in not a few of them cutting 
their throats and their customers’ throats, too. 

I know that the uniform deposit rate has become sanctified by time as one 
of the main structural supports of the banking system. But I know, too, that 
the system has undergone tremendous changes since it became so, that con- 
solidation came and that consolidation itsélf is now almost ancient history, 
seeing that a generation has passed since any important amalgamations 
took place. 

And I ask myself, therefore, whether the banking system would be in danger 
of collapsing if a certain flexibility in the fixing of deposit rates were admitted. 
There might well be a case for making deposits withdrawable at longer notice 
than the time honoured (though not invariable) seven days and if it were 
deemed too much of a revolution to admit rate competition for the seven-day 
deposits might not individual banks be allowed, if they thought fit, to bid 
higher rates for longer deposits? There is, as it seems to me, one point arising 
here which the banks have never taken into account, namely, that they are 
exposed to greater competition for time deposits than in the past, notably from 
the building societies though recently also in some degree from hire purchase 
finance companies. When the banks adopted their common rate of interest for 
time deposits, the building societies were, comparatively speaking, a negligible 
factor. Now, with their share capital and deposits topping £1,750 millions, they 
are a distinctly more formidable one. 

But this brings me to the root question which I, or any one considering the 
future of British banking, must answer. In what direction is it desired that 
banking should advance ? Towards what particular new woods and pastures is 
it to bend its footsteps ? The general answer most people would give would, | 
suppose, be towards better service to commerce and industry and towards a 
much wider spread of the “‘ banking habit ”’ in the community and particularly 
among the “ working classes ”’ 

Better service to commerce and industry. That phrase opens up a very 
wide field of possible activity. Sir George Erskine in his Institute of Bankers’ 
speech explored it rather adventurously. He suggested that the banks might 
play a bigger part in the issuing of new industrial capital, that they might 
underwrite issues and make advances to institutions and other investors 
wishing to “ nurse ’’ new issues. He suggested further that the banks might 
widen the range of industrial activities in respect of which they would make 
advances and that they might lend for longer periods. And, finally, he suggested 
that they might widen the range of their own investments, which is now vir- 
tually confined to British Government stocks, and launch out into holding 
‘“ new issues of debenture stocks and preference shares—perhaps even equities’. 

I don’t think that I want to go a very long way with Sir George Erskine. 
When I first came into the City, before World War I, the practice of the German 
banks in promoting economic development by taking an interest in industrial 
and commercial concerns and sharing in their administration, was often held 
up as a model which we should follow. Remembering the troubles of 1931, I 
don’t know that it has proved such. And certainly there was in those days a 
much stronger case for the banks playing a part in industrial issuing than 
there is now. Before 1914, issues of capital for manufacturing industry in 
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London were as rare as black swans. There were issues galore of loans to 
foreign governments and British dominions, of railway and public utility stocks 
and brewery shares and gold mining and rubber shares, but very few indeed of 
shares in iron and steel or engineering or textile concerns. That section of 
business mostly raised its capital locally. In London, houses that specialised in 
industrial issuing were only just beginning to emerge. The situation was 
transformed in the ‘thirties when the great merchant banking houses were 
attracted into the domestic issuing field, or perhaps rather forced into it, by 
the sudden sterility which befell their accustomed pastures. 

Sir George admitted that the machinery of the London new issue market is 
now good, but he thought it could be made better. Personally, I feel strongly 
that the joint stock banks have no useful contribution to offer in that connee- 
tion. They are not organised or staffed or in any way fitted to cope with the 
class of problems or to form the type of judgments which industrial issuing 
involves. And that applies equally, or even in greater degree, to long-term 
participation in the risk capital or management of industry. 

Where I feel much less sure is about this vexed question of the length of 
bank advances. There is and always has been a good deal of humbug about this. 
A bank makes an advance for three months to enable a borrower to buy a 
machine or a piece of equipment which is expected to “ pay for itself ”’ in say 
three or four.years. It is understood between the parties that the advance will 
be renewed for further periods of three months. But the bank, nevertheless, will 
not commit itself to lending the money for longer. It pretends to itself that it 
can call in the money any time it wants to though, in fact, it could not do so or 
could only do so at the expense of an act of harshness towards its debtor which 
it would never contemplate. There is, in fact, a lot of medium-term and even 
long-term lending by banks which masquerades as short-term lending. Is that a 
healthy thing? Is it sound banking to kid yourself that your advances are all 
readily liquefiable when they are not ? Would it not be better frankly to make 
the advance for the longer period—and I am not thinking of really long-term 
lending on mortgages of real property or what not—in the first instance? The 
corollary of doing so would, of course, be that the banks should correspondingly 
borrow longer. They should take deposits for longer periods than the traditional 
seven days notice and they should adjust their deposit rates structure to attract 
such money. That is what I had in mind when I broached the matter of deposit 
rates in the earlier part of this article. I am here, of course, in danger of getting 
involved in the interminable controversy of the ‘‘ Macmillan Gap’’. I shall 
resist getting drawn into it. But I would say this. The banks have in recent 
years betrayed some qualms of conscience on this matter of “‘ intermediate ” 
financing. They participate in the Finance Corporation for Industry and the 
[Industrial and Commercial Finance Corporation. One of them even controls a 
hire purchase finance company. Qui facit per alium facit per se. The banks are, 
in fact, without admitting it “‘ lending long and borrowing short ’’. Would it 
not be better if they admitted that they were and were prepared to go on, in 
suitable cases, lending long and took at the same time to borrowing long ? 

But now about banking expansion among the ‘“‘ masses ’’. The number of 
people owning bank current accounts has been increasing uninterruptedly 
through the decades. It is now, I gather, in the neighbourhood of 8 millions. But 
the number of people now in civil employment exceeds 23 millions. If that 
represents the cultivable field there is great scope for further active cultivation. 
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But is it a field which the banks ought to aspire to cultivate ? I should have 
thought yes. I should have thought that as an ideal “‘ one man one banking 
account "’ was fit to rank not too far behind “‘ one man one vote’. It would 
surely work as a social leveller, with the levelling up and not down, which is the 
direction of so much present day egalitarianism. It would help towards good 
family budgeting and amelioration of the hand to mouth existence which so 
many working class families lead, and for which the social services are a very 
inadequate palliative. 

Some of the banking chiefs have certainly been pondering upon this question 
of bringing banking to the working man and upon the problems which it would 
involve. Some are inclined to experiment ; others are convinced that the 
economics of catering for small accounts by the million would present insuper- 
able difficulties. Certainly they would be formidable. The opening of sub- 
branches by the thousand, many of them in factories, electronic ledger-keeping, 
the abolition of the revenue stamp on cheques—those would seem to be among 
the more obvious steps which would have to be taken before “ bank accounts 
for the million ’’ could enter the realm of the practicable. When one reflects 
upon the difficulties which such an obvious reform as the dispensing with the 
many millions of useless signatures which appear as endorsements on cheques 
have encountered, one can hardly feel optimistic—though I am glad now to be 
assured that the endorsement problem w7/l be solved. 

And now I end more or less where I began. If the extension of banking 
service to the masses is to come in the next generation it must surely come as 
the result of experiment and exercise of the competitive spirit by individual 
banks. Without dogmatising about the desirable limits to competition—and 
{ agree that there are such—-I want to see more competition between banks. I 
am suspicious of the claim that competition on service is excellent but that 
competition on rates is execrable. The distinction seems to me to have rather a 
méretricious and monopolistic ring about it. 

The spirit of our times is, I am glad to think, against monopoly. I would 
like to see the banks turning their backs on monopoly, instead of edging 
towards it as they have been for the past thirty years. When one bank or other 

-but it is usually only one bank!—-shows a spark of rebelliousness and refuses 
to line up with its fellows on some matter or other, [ feel inclined to applaud, 
even when I think that the particular issue on which it has chosen to differ is a 
stlly one. 

[ would rejoice to see really constructive independence on the part of any 
bank. And, incidentally, I would like to see really informative bank balance 
sheets and profit and loss accounts. I have never been able to swallow the 
dispensation of the last Companies’ Act under which banks are excused from 
the obligation of showing inner reserves in their balance sheets, to which the 
general run of companies are subject. I know that technical difficulties are 
involved, but the argument on which the Cohen Committee based its recom- 
mendation—namely that the public might be disturbed if big fluctuations in 
the banks’ “‘ hidden ”’ reserves were displayed before it—has always seemed to 
mea topsy turvy one. The banks surely, depending as they do on the confidence 
of the public, should be “ above suspicion ”’ in their accounting practices. They 
should be examples to other businesses. They would in the long run be better 
without this form of protection. 
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Is Britain against Monopoly ? 
By J. E. Hartshorn 


but it takes a good deal longer to modify a stereotype in the public mind. 

The success and the pace of the postwar campaign against monopoly and 
restrictive practices in Britain should perhaps be measured in both ways. It is 
usually judged by the rate at which the Monopolies and Restrictive Practices 
Commission has completed its investigations and published its reports, which 
has certainly been slow—in its earliest years so slow as to lead one member of 
-arliament to calculate that the Commission might take roughly 2,400 years to 
inspect the whole of British industry. As an exercise in the remoulding of public 
opinion—which in the years before the war certainly displayed no tinge of 
prejudice in favour of competition—the campaign began some years before the 
Commission was set up, and has certainly still some way to go. But such 
political processes are seldom rapid, and this one is no slower than most. 

In this seeond, political sense, the time-table is worth examining. The 
officially inspired campaign began in 1944, when the Government promised in 
its White Paper on employment policy to seek powers to investigate the extent 
and effect of restrictive practices and to check those that worked to the detri- 
ment of the country as a whole. In 1948 the Monopolies and Restrictive 
Practices Act provided machinery—the Commission—to investigate practices 
in particular industries and trades, and to assess their relation to the (undefined) 
“ public interest . The principle on which this was to be based was defined as 
-mpirical study of the facts in each particular case, rather than “ blanket ” 
condemnation of general trade practices ; it was supported by all parties. The 
Conservative Opposition, however, was rather uneasy about a section, inserted 
into the Act at the suggestion of a Labour back bencher, that empowered the 
Commission later to report upon the general effect in industry as a whole of 
practices that it had already observed in specific industries. 

The Commission was appointed at the beginning of 1949, and six industries 
were “referred ’’ to it for study in the spring of that year. Its first report, 
however, did not appear until December 1950, and by the time the Labour 
(,overnment lost the general election of 1951 it had received only two reports. 
[he succeeding Conservative Government, however, emphasised its own 
intention to strengthen the Monopolies Commission. An amending Act to 
lacilitate acceleration of the Commission’s procedure was passed in 1953 ; but 
is early as the middle of 1952, by which time the Commission had produced no 
more than four reports, the Government announced its intention to refer for 
inquiry a first ‘‘ general reference "’ under that very section of the Act that in 
1948 had disturbed some Conservative spokesmen as a departure from empiri- 
cism. The Commission began to produce its reports rather more regularly— 
three in 1952, three in 1953, only one in 1954, but again three last year—and the 
Government, for the most part, acted quite determinedly to bring about 
modifications in the trading practices of the few industries concerned that were 
broadly in line with the Commission’s representations. 


I: takes a long time to prepare a monopoly report and reform a trade practice ; 
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The Commission’s first general report, on the effect of exclusive dealing 
methods throughout industry, was produced in July, 1955 ; within a few weeks 
the Government announced its intention to prepare new legislation requiring 
the registration and justification of specified trade practices before a new 
tribunal. This certainly represents some departure from the original principle 
of empirical inquiry into particular cases upon which agreement on British 
monopoly legislation had originally been reached. The campaign against 
restrictive business practices, it is worth noting, was thus conceived by 
Coalition Government ; it was put on the statute book by a Labour Govern- 
ment ; but for the most part it has been administered and given effect by a 
Conservative Government—which now proposes to go somewhat further 
through new legislation, though how far is still unknown at the time of writing. 

How can such apparent progress be reconciled with the impression gained 
by as acute an observer such as Professor John Jewkes* that the impetus of the 
campaign has weakened ? 


By 1952 it might well have been supposed that Britain was set on a cautious, 
but consistently pursued campaign for the control of monopoly . . . But unless 
my own impressions are seriously at fault, there has been once again in the past 
three years something of a counter movement in favour of a much more tolerant 
attitude towards monopoly on the part of the State. 


Is it simply that the progress is more apparent than real? Certainly, the effect 

given to recommendations of the Monopolies Commission about certain 
industries may not change trading conditions in those industries even as much 
as the Commission had hoped, and the Commission has seldom been over- 
sanguine about the potential significance of its suggestions. 

My own impression is that the succession of ‘‘ monopoly revelations *’, which 
seldom lose colour in the popular press, along with a number of reports of how 
small traders have been penalised by “ rings’’ for offering goods cheap, has 
had some genuine effect in arousing prejudice against monopoly among the 
general public during the past two or three years. On the other hand, the 
conclusions of the Commission about the harm actually proved to have been 
done to the public interest in the industries it has studied, at least in recent 
years, have been moderate. These, along with some echoes from across the 
Atlantic of heterodox but persuasive economic views about bigness in industry, 
have perhaps left what is generally termed “ informed opinion ”’ in Britain 
rather less worried about monopoly, in fact as distinct from theory, than it 
was before the reports became available. But what seems to me a more signi- 
ficant element in the “‘ counter movement ”’ that Professor Jewkes has discerned 
since 1952 is the fact that in the last three years organised British business as a 
whole has been making up its mind about the significance to itself of the cam- 
paign against monopoly and restrictive practices, and has begun to express its 
views—through voices that are accustomed to be heard where it matters. 

It is ridiculous to imagine that most business men in Britain began forming 
opinions about monopoly control only three or four years ago. But monopoly 
investigation—which up to then had affected only a tiny fringe of British 
industry—was the lightest of the scorpions laid on British industry by the 
Labour Government. The businessman hardly noticed it amid the welter of 





* « The Control of Industrial Monopoly ’’, Three Banks Review, ecember, 1955. 
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controls, exhortations and threats in which he carried on his work ; and in any 
case his relations with the Labour Government were not such as to make 
complaints really worth while. It does seem to be true that until about three 
vears ago the Monopolies Commission, in practice, had hardly begun to be 
seriously considered by British business organisations. Sir Norman Kipping of 
the Federation of British Industries, when asked by the Select Committee on 
Estimates in March 1953 for his views on the way the Commission investigated 
industries, said he simply had no first hand views, because the F.B.I. had had 
no direct contact with the Commission and had not heard much from the few 
industries that had. Up to that time, not even the Trade Practices Committee 
of the federation had ever had any general exchange of views about the per- 
formance of the Monopolies Commission. ‘‘ Most people,’’ said Sir Norman, 
“ regard their affairs as particularly confidential in this field ”’. 

The field of monopoly investigation did not long remain undiscussed. In 
April, 1953 a meeting of trade associations concerned was held by the F.B.I. to 
discuss the general reference into the effect throughout industry of practices 
such as exclusive dealing and collective boycott that had been given to the 
Monopolies Commission in 1952; and several other meetings followed. The 
[‘.B.I. urged its constituent associations to supply full information “ to ensure 
both that the Commission would give detailed consideration to industry's 
case and that it would be brought to realise how extensive and various were the 
practices concerned and how great the dislocation that would ensue from their 
interruption’. Moreover, the Grand Council of the federation suggested that a 
special ad hoc panel should be formed “ to explore possible lines of approach to 
the problem of restrictive business practices in general ’’ ; and a review was 
begun of the methods of both the Monopolies Commission and of the corre- 
sponding organisations established abroad. 


INDUSTRY BECOMES CONCERNED 

During 1954 this ad hoc committee, led by Sir Harry Pilkington, then 
president of the F.B.I., continued its study of the Commission’s methods—and 
began to criticise them. Sir Harry Pilkington, in public speeches, expressed 
some concern about the “ feeling of injustice and bitterness ’’ with which some 
of the industries investigated had been left ; he complained also of the “ pre- 
conceived ideas about what is permissible and what is not ”’ held by the Com- 
mission, and of the lack of any appeal from its findings. It is only fair to add 
that in other speeches that year he urged trade associations to re-examine their 
own trading practices in the light of postwar economic conditions and the new 
climate of public opinion. 

This reaction from the earlier unconcern about monopoly control, which 
seems to have been paralleled in other industrial and business federations, came 
logically enough. For one thing, the Conservative Government set itself 
steadily to remove other controls and regulations, and to promote conditions 
in which private business could thrive. And though Mr. Thorneycroit, for 
example, might consider the control of restrictive business practices as condu- 
cive to such conditions, to some industrialists at least it seemed to be one last 
legacy of irritation for industry preserved from the armoury of the Labour 
Government. The “ general reference’’ given to the Commission by the 


Conservatives seemed to many industrialists a breach of the promised 
empiricism. It is significant that the F.B.I., in its statement to the Commission 
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on this matter, “ strongly deprecated any attempt to impose a uniform pattern 
of organisation or general treatment by statutory limitation or total prohibition 

. each case should be judged on its merits ’’. This had been common ground 
between the political parties, it should be noted, as recently as 1948 ; it was the 
Conservative politicians whose approach had become more radical and sweeping 
in the meantime. 

How radical it had become should be known by the time this article is read. 
Mr. Thorneycroft has steadfastly promised that his new legislation on restrictive 
practices “ will go further ’, though in a different way, than the Commission's 
majority recommendations on exclusive dealing and collective boycott—which 
were that these practices should be banned, subject to proved exceptions. It 
is not surprising that the F.B.I., the National Union of Manufacturers, the 
Association of British Chambers of Commerce, and many trade associations 
should have offered suggestions as to the form that this new legislation ought 
to take. Nor will the form most of these organisations have in mind, or the 
considerations they urge upon the Government, surprise many outsiders. 

Most of the organised interests have argued that the onus of proof that a 
practice is against the public interest in any or every case should be on the 
Crown (the views of the Monopolies Commission, following whose investigation 
the registration of a practice might be decided upon, being considered either 
irrelevant or one-sided) ; that the tribunal should wholly or mainly be com- 
posed of lawyers (the British common law in no way discourages monopolistic 
practices, and has from time to time been used to uphold them) ; that there 
should be a right of appeal (making in all three possible courts of inquiry) ; and 
that the existing powers of the Monopolies Commission should be sharply 
curtailed (generally to fact-finding, without conclusions) when the new tribunal 
is set up. With a few reasonable exceptions, the suggestions contained in these 
statements to the Government on the proposed legislation appear to the 
outsider to be fairly frank special pleading—designed to ensure as favourable 
treatment for restrictive practices as possible, and at the same time, incidentally, 
to weaken the existing machinery of monopoly enquiry and control. 

In open lobbying of this kind there is no great need for subtlety, and 
industry is obviously relying more on the weight its counsels carry than on 
their intrinsic persuasiveness. It would be foolish to ignore the political 
influence that industry can and perhaps should exert in such matters. But it 
may seem rather surprising to the outsider that industry, in particular or in 
general, has not put the case for monopolistic organisation much more confi- 
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dently and persuasively than it has done so far. The “ defences ”’ put forward 
by most of the industries that the Commission has investigated to date have 
not sounded particularly effective (though this can be judged only from the 
Commission’s summaries, which may be unfair) and general appraisals, such 
as the F.B.I.’s ‘‘ Restrictive Business Practices & the Public Interest ’’ have 
been distinctly pussy-footed. One has the feeling that there must be better 
defences to be put up than these—even of practices that seem quite indefen- 
sible to the liberal economist. The state of theory about how manufacturing 
business works is hardly so comprehensive, homogeneous or impeccable that 
business cannot question it more effectively. And have the works of Messrs. 
Galbraith, Lilienthal, Drucker & Maurer—to look no nearer home—no ammuni- 
tion to offer Britain’s beleaguered big business ? 

One answer to that—and one reason why few of the plausible economic 
arguments for monopolistic industrial organisation from many economists 
since Schumpeter have been effectively adduced—may simply be British 
business’s bad luck, or a disarming skill on the part of the Government in its 
selection of industries for reference to the Monopolies Commission. Three or 
four of those on which the Commission has reported have been dominated by 
one very big company. But even in these cases, the conditions or practices in 
the industry that the Commission has held to be contrary to the public interest 
have almost invariably been those of a trade association, of which the big 
company is merely another member. The Commission (which itself does show 
signs of having digested the views of Professors Schumpeter and Galbraith) is 
well seized of the economies of scale in technique and research that the big 
firm may command—and it has in practice often found their costs and margins 
more moderate than the average in the industry. 

Nobody, however, loves a cartel much : and the businessman defending 
price agreements or quotas seems so far to have looked largely in vain for 
economic heretics or iconoclasts to quote. Nor has the Commission been 
inveigled into any “unrealistic’’ disputation about whether industries under 
its microscope base their prices on marginal costs ; its consideration of costs 
and profits has been based on those of the practising accountant. This is to 
say, really, that neither the government concerned nor the Monopolies Com- 
mission have been betrayed into any indiscriminate attack on industrial 
bigness per se—which might have proved more vulnerable to a counter-offensive 
of argument. 

The “‘ counter movement ’’ of business argument that has emerged in the 
last few years, then, is not intrinsically very convincing. But it is being put 
forward by powerful voices, and its political weight may be further augmented 
by its unmistakable sincerity in certain circumstances that could become more 
general this year. Nobody who has talked with leaders of the calico printing 
industry, for example, can doubt the bitter injustice that they feel has been 
done them in attacking their action of facing co-operatively the problems of a 








declining industry—and Austin shop stewards, as well as textile workers, know 


just what they mean. I do not think this counter-offensive of industrial 
argument has yet made much impact on popular opinion ; probably the over- 
coloured distrust of the “trade rings”’ and “star chambers” is still the 
dominant stereotype there. But public opinion towards restrictive practices is 
liable to be entirely fickle given any significant shift of the economy towards 
deflation ; just before the war, after all, the “ cut-price shop ” had at least as 
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bad a reputation as the “ industrial star chamber ”’ does today. And public 
opinion about resale price maintenance—the most pervasive restrictive 
practice in the economy, with which the Monopolies Commission, in its report 
on the tyre trade, has at length come into direct collision—is by no means on 
the side of freely competitive trading. 

The new bill on restrictive practices will show how far the Government, as 
distinct from the public, is really prepared to risk unpopularity for the prin- 
ciples of the free economy. Some misgivings have been expressed in advance 
about the firmness of its resolution, which may be unfair. It is perhaps fair, 
however, to note that the economic climate in which the bill is being introduced 
is no longer wholly favourable to it. A shift towards deflation is now taking 
place ; and the ordinary man is no longer certain which are the kinds of trade 
practice that the Government really disapproves. 

The recent campaign to hold prices level, for example, was started by the 
cement industry, which is proud of its common price fixing machinery, shortly 
after the Board of Trade announced its second “ general reference ’’ to the 
Monopolies Commission—into the fixing of common prices. The campaign, 
ironically, has been welcomed by some of the journals that generally most 
distrust collective price arrangements within industries, and it has now received 
the grateful blessing of the Government. Will the Monopolies Commission also 
bless the pricing methods which are used by the industry that began this 
campaign—and which may well be designed to put into effect such artificial 
policies of freezing prices far “‘ better ’’ than a competitive market could ? 
Or can the vague public prejudice that perhaps has been aroused in Britain 
against monopoly and restrictive practices be reinforced by a more positive 
and useful prejudice—in favour of the freely competitive economy? Perhaps; but 
1950 will not be the easiest year for it. 








British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


NUMBER of new bank buildings have been opened in London in recent 

months, and still others are in an advanced stage of construction. Together 

they provide something of a new look in banking architecture, if not to 
the full transatlantic degree.* But the tendencies are towards a lighter, more 
attractive treatment, and increased attention is being paid to the interior 
arrangements. Many banks in the past have been dull, even forbidding affairs, 
and the current movement is to be welcomed, always provided that fashionable 
eccentricities (which have a habit of dating badly) are avoided. 

Martins Bank has been especially active in new and modern building ; 
readers may recall the recently opened branch in Garrick Street featured in 
this sketchbook in May last. The branch in Tottenham Court Road is generally 
admirable, accepting as of course one must fact that it has been cut into 
the building above and bears as little relationship to it as the coloured 
patch does to the Dutchman's trousers. Much of the effect depends upon the 





* See “ ‘Drive’ in American Banking ’”’ in last month’s issue of THE BANKER.—ED. 
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Martins Bank, Tottenham Court Road, W.1. 


colour, which unfortunately cannot be portrayed here, but another striking 
feature lies in the use of dark marble with slightly darker bands. The gold, 
deeply cut lettering is superb. One criticism might be put forward: the design 
of the door seems rather poor, with its feeble canopy. But this weakness is 
redeemed by the beautiful execution of the Bank’s emblem, a grasshopper and 
the Liver bird, surrounded by heraldic mantling. 
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How Dearer Money Has Cut Credit 


of the past year’s rise in interest rates as a brake upon “ real ’’ demand, 

there can be none about its effectiveness in the monetary sphere, as a 
brake upon the volume of credit. This is demonstrated conclusively, even 
spectacularly, by the year-end balance sheets of the clearing banks. Their 
aggregate net deposits, which had been rising steadily through the three pre- 
ceding years, fell in 1955 by some £300 millions to £6,260 millions, or by fully 
44 per cent. In absolute terms this is by far the biggest decline ever experienced. 
Moreover, in only one other year since 1938 has there ever been any decline at 
all, and that year was 1951, when the Government was able to reduce its 
borrowings from the banking system because of the finance made available to 
it by the sterling counterpart of a balance of payments deficit of over {400 
millions. Yet the decline then was by a mere I per cent. (£65 millions). The 


W cite past differences of opinion there may be about the effectiveness 


TABLE I 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 


At December 31 Average of Months 
1945 1954 1955 L945 1954 1955 
Deposits ne e a 4849.8 6941.1 6611.9 4692 6495 6454 
“Net” Deposits* .. - 4659.5 6558.4 6260.6 4552 6239 6184 
Liquid Assets... - o 1157.6 2381.9 2471.5 886 2190 2094 
Cash .. - sa 9s 530.2 571.3 505.1 492 528 520 
Call Money .. + _ 252.2 497.6 506.3 206 457 439 
freasury Bills 369.2 Jf 1199.0 1271.0 \ 188 f1m11g9 IOI6 
Other Bills \ 114.0 129.1 f Ll 87 114 
Treasury deposit receipts ¥ 1523.0 - ~- 1311 oe 
Investments plus Advances 2048.5 4250.1 3867.0 1924 4125 4168 
Investments ~- - 1233.9 2352.5 2015.9 1156 2321 21409 
Advances 814.6 1897.3 1851.1 768 1804 2019 


*After deducting items in course of collection. 


1955 rate of decline does not, of course, bear comparison with that experienced 


in those two years of acute deflation that occurred between the wars—the » 


years 1922 and 1931, in each of which bank deposits contracted by over 7 per 
cent. But, with those two special exceptions, it is the biggest decline of this 
whole period ; the nearest approach to it is the 3} per cent. experienced in 
1938. 

. The monetary measures of 1955 have, therefore, succeeded in dramatically 
reversing the long trend of credit expansion. Aggregate net deposits had risen 
in 1954 by £188 millions, or 3 per cent., and in 1953 by £216 millions, or 34 per 
cent. By far the greater part of the big swing, it can readily be shown, has 
been brought about by the traditional techniques of monetary policy, as distinct 
from the arbitrary control of bank advances introduced in response to Mr. 
Butler’s “‘ request ” of last July. Despite the squeeze thus imposed upon 
borrowers and despite the very heavy repayments made by the gas and elec- 
tricity industries out of the £297 millions they raised by stock market issues 
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during the second half of the vear, the total reduction of bank advances during 
this period has only moderately exceeded the unprecedented expansion (by 
{289 millions) that took place in the first half of the year. On balance, advances 
declined by £46 millions, and since net repayments by the Utilities over the 
year must have amounted to some {110 millions, it is evident that the advances 
extended to the private section of the economy were around {60 millions 
larger at the end of 1955 than at its beginning. 

The whole direct counterpart of the year’s credit contraction is to be found 
in the investment portfolios, which have been reduced, principally by sales, on a 
scale never before experienced. The decline of £337 millions, or 144 per cent., 
shown by the balance sheets of course includes any writing-down to provide for 
market depreciation, but since four of the biggest banks (and also the National 
Bank) are showing their government securities above market value, though 
under cost and below redemption price, it 1s evident that by far the greater 
part of this movement reflects sales and redemptions. In other words, most of 
the year’s credit contraction can be regarded as having occurred as a result of 


TABLE II 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 


(£ millions) 


1947 1948 1949 1950 1951 1952 1953 1954 1955 
Deposits. . _ - 4-249 +205 + 2 +166 - 36 +127 +235 +247 — 329 
‘“ Net’’ Deposits .. +243 +2313 + 51 +136 -— 65 +1219 +216 +188 — 298 
Liquid Assets .. -» +233 - 47 +484 +330 -440 +227 +133 - 75 + 90 
Cash Sgt o. +. 2 — + 30 4 9 - 9 + 19 - 8 +29 = 6 
Call Money .. + 48 + 6 + 8 + 21 + 6 -— 69 28 - 3 + 9 
Bills a - + 183 52 +3608 +299 -437 +277 +169 -—-104 ~+- 87 
T.D.R.s ea a 272 +109 —604 -338 -—354 -—I102 = 
Invests. plus Advances. . +28r +168 +179 +137 +725 + TF + $5 +268 — 383 
Investments - + 506 —- 5 + 34 + 16 +438 +153 +127 + 78 = 337 
Advances .. ba -22§ +172 +145 +125 +287 -152 - 42 +195 — 46 


the banks’ response to the pressures upon their liquidity and to the monetary 
climate produced by the rise in interest rates. 

The genesis of these big changes can be more clearly seen 1f the two halves 
of the year are examined separately. In the first half-year, when orthodox 
pressures were the only ones operating, bank deposits fell by £386 millions, or by 
{£249 millions more than they fell in the first half of 1954. In the second half- 
year they rose by £88 millions, or by £237 millions less than they rose in the 
similar period of 1954. The contrast with the previous year was, therefore, of 
roughly the same degree in the two half-years ; but although the direct 
influences upon the banking system were very different in the second half-year, 
market techniques as distinct from the “‘ request ’’ were the dominant cause of 
credit contraction even then. 

During the first half-year the major force was the squeeze upon bank liqui- 
dity. This drew its strength from three distinct influences—first, the Treasury’s 
surplus during the tax-gathering season ; secondly, the special drain imposed 
upon bank deposits by the attraction of Treasury bills and bonds offering 
yields of 1} per cent. or more above the 2} per cent. maximum rate allowed by 
the banks on seven-day deposits; thirdly, the policy of the authorities, after 
the Treasury’s deficit season began, of selling gilt-edged securities from 
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CLEARING BANK LIABILITIES 


(f millions) 


”® 


ACCEPTANCES, 
ETc. 
1954 1955 
40.0 40.4 
131.0 124.2 
54-5 45.6 
34-4 35-9 
79.3 $1.8 
22.0 21.5 
24.8 30.4 
10.9 14.0 
9.9 5.9 
5.8 2.4 
I.4 0.60 


ADVANCES? 


1955 


357-4 
308.1 
395.6 
205. 


» 


xs 
xe 
ze OWN 


— DEPosITs* ————____—____ 
Change Change 
At Dec. 31 1945 1953 1954 1955 1m 1955 since 1945 
) 0O/ 
‘0 0 
Barclays 1008.0 1376.1 1426.2 1375.3 —~3.4 - 37 
Lloyds 507-5 1203.0 1244.3 1190.1 ~4-4 ~ 37 
Midland 1059.6 1414.2 1454-5 1429.6 ~I.7 + 25 
Nat. Provincial 619.4 $69.4 909.3 $33.8 S.3 - 35 
Westminster 642.4 845.3 907.9 844.5 7.0 + 27 
Martins 262.7 329.9 330.3 310.0 —6.2 - 46 
District 179.3 251.5 255-2 243.4 —1.6 ~ 36 
W. Deacon's 84.8 142.7 147.7 137.1 -7.2 +62 
Glyn Mills 67.9 70.7 65.1 55-2 -I1§.2 -~19 
Coutts 41.9 53-3 52.2 50.9 2.4 - 27 
National - 61.0 79-4 $5.5 83.3 2.5 -+- 36 
*Excluding balances from subsidiaries and excluding profit carried forward. 
TABLE IV 
MAIN EARNING ASSETS* 
(£ millions) 
— INVESTMENTSt —-———_,_ ;--——- 
Change 
At Dec. 31 1945 1954 1955 Mm 1955 1945 1954 
oO 
0 

Darclays 220.7 511.2 447.1 £2. 168.5 337.6 
Lloyds 245.2 424.5 387.5 8.7 117.1 301.2 
Midland 259.4 488.2 4600.6 5.7 175.5 3938.1 
Nat. Provincial 133.1 282.4 220.2 32.7 130.9 249.9 
Westminster .. 172.5 308.9 247.0 19.5 109.4 209.7 
Martins 68.4 109.1 84.6 7.5 33.41 95.4 
District 60.9 97.2 69.2 28.8 24.4 95.9 
W. Deacon's 29.2 49.4 33-9 RI .4 11.6 45.1 
Glyn Mills 21.0 22.4 13.0 —42.0 14.0 21.3 
Coutts.. 18.3 16.3 11.38 27.6 8.1 16.5 
National 26.8 29.1 24.8 -14.8 14.0 $2.3 


l‘igures for 1945 are 


excluding ‘‘ Trade ’’ investments, etc. 


At Dec. 31 
barclays 
Lloyds 
Midland 

Nat. Provincial 
Westminster 
Martins 
District 

W. Deacon’s 
Glyn Mills 
Coutts 
National 


— 


=_— 


Change 
im IQ55 
0, 


7 
, / 
3 


4.0 


inserted to indicate growth of these assets since the war, but it should 
be remembered that at end-1945 the clearing banks held £1,523 millions of Treasury deposit 
receipts, equivalent to 31 per cent. of their deposits (see Table I). 
¢t Excluding balances with, or loans to, subsidiaries. 


Cash 
1954 1955 
23-5 115.3 
97.4 97.7 
7.7 25-9 
75.0 73.8 
76.3 71.9 
25.60 25.9 
23.8 20.8 
12.6 13.4 
5-9 5-3 
3°9 4-7 
7+7 7-2 


*\s officially computed, 1. 





. based on deposits 


TABLE V 
LIOUID ASSETS 
({ millions) 
Call Money 


1954. 


1OQ. 
74. 
SQ. 
74. 
50. 
23. 
50. 
14. 
Q). 


— 


7. 
14. 





4 
I 
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1955 


III.d 

O35.35 
107.5 
.O 
8) 


Ow 
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wis 


= St mt PU 
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— w 
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Bills 
1954 1955 
247.1 290.5 
254.5 242.9 
334-3 324-3 
188.6 176.1 
161.3 136.2 
53-0 79-3 
41.0 55.6 
19.3 23.2 
3-2 7-0 
6.9 5.3 
3-4 5-1 


Liquidit 


y 


1954 


33. 
34. 
36. 

37> 
32. 
33. 

32. 
a8. 
28, 
J34- 
29. 


NAN GS & bo 


we 


mm to WG & 


as defined for purposes of the monthly statements. 


Ratios* 
1955 


37-9 
34-4 
48.2 
38.6 
30.3 
39.A 
39.4 
37 +7 
45.2 
42.2 
j0.4 
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‘departmental "’ portfolios in order to minimise the seasonal growth of the 
supply of Treasury bills. Thanks to these pressures, the decline of the banks’ 
liquid assets during the first eleven weeks of the year reached {465 millions (of 
which {125 millions occurred in the four weeks to mid-March), compared with 
{402 millions in the similar weeks in 1954 and £333 millions in 1953 ; whilst 
in the remainder of the half-year the increase in these assets was kept down toa 
mere £45 millions, in contrast to {98 millions in 1954 and £198 millions in 1953. 
Since this was the phase of extraordinary growth of advances, the banks were 
obliged to finance by far the greater part of their new lendings by reducing their 
investment holdings, to the extent of £254 millions during the half-year. Even 
so, the liquidity ratio, which had been reduced from 34.3 per cent. to 29.9 per 
cent. by mid-March, was barely held at 30 per cent. by the half-year-end. 

All these pressures were the direct result of the rise in interest rates. The 
increase in Bank rate from 3 to 4} per cent., and the policy of making it effective 
by squeezing the short loan supply (thus forcing the discount houses “ into ”’ 
the Bank and driving up bill rates) were the means of attracting deposits into 
bills. The resultant sales of bonds by the banks sharply reinforced the psycho- 
logical pressures that were forcing up gilt-edged yields, and so made switches 
from deposits still more attractive. Then, at the next stage, the authorities’ 
willingness to drive gilt-edged prices down even further by joming their own 
sales to those of the banks enabled them to-keep up the liquidity squeeze during 
the later months of the half-vear. 

During the second half-year the pressure upon liquidity at the outset and 
the general financial climate that had been created led some banks to reduce 
investment portfolios still further, even after the supply of liquid assets had 
been markedly improved (though one bank, Lloyds, then ventured to increase 
its portfolios). This further contraction in investments was, however, equivalent 
to only about one quarter of the massive reduction that occurred in advances. 
sut this does not mean that the reduction of advances by “ request ”’ was the 
major source—or, indeed, any source at all—of the continuing contraction of 
the total volume of credit (in the sense that it expanded much less than 
seasonally). It should be noted, first, that of the £335 millions by which 
idvances fell in the second half-year, not far short of £200 millions must have 
been attributable to the gas and electricity repayments. Even if the reduction 
in lendings to other borrowers had been wholly due to Mr. Butler's demand— 
is distinct from normal banking criteria and the restraint exerted upon bor- 
rowers directly and indirectly by the higher interest rates—that heterodox 
iction would account for only two-fifths of the total decline. 

In principle, the forcing of the Utilities into a long-overdue funding of their 
bank advances, which accounted for the other three-fifths, deserves to rank 
with the orthodox measures pursued in the first half-year. If official (i.e. 
' departmental ’’) participation in such issues is no more than a natural market- 
ing process, designed to sell steadily blocks of stock that must in any event be 
too large for outright take-up by the public, fundings of this kind can be a 
strictly orthodox means of contracting the volume of credit (provided that 
official management simultaneously prevents any undue rise 1n liquidity ratios). 
(during the summer it seemed that the authorities intended to ensure that the 
tundings operated in this way, since their own sales continued, and liquidity 
ratios rose only moderately. Towards the end of the year, however, in spite of 
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the apparent success of the autumn operation for dealing with the mid-Novem- 
ber maturity of Serial Funding stock, these good intentions seem to have been 
relaxed—perhaps out of regard for the end-year balance sheet problem of the 
banks and especially the discount houses. At all events, during November and 
December the banks’ liquid assets expanded by no less than £314 millions, in 
contrast with £118 millions in the similar months of 1954, raising the half- 
year’s growth to the extraordinary amount of £509 millions (compared with 
£226 millions) and carrying the year-end liquidity ratio to 37.4 per cent. , 


TABLE VI 
“BIG FIVE” PROFIT COMPARISONS 


Change 

















1951 1952 1953 1954 1955 in 1955 
£ £ f£ 7 % 
Barclays. . 1,908,437 2,137,722 2,300,150 2,549,399 2,045,351 + 3.4 
Lloyds 1,815,858 1,964,065 2,083,78 2,186,072 2,322,439 t-°6,2 
Midland .. y 1,925,310 2,074,887 2,127,202 2,397,597 2,654,110 +I0.7 
Nat. Provincial . . 1,409,765 1,525,013 1,765,768 1,827,044 1,882,139 + 3.0 
Westminster 1,405,453 I 449, 540 1,474,730 1,623,107 1,708,316 + @.9 
8,524,829 9,148,833 9,751,037 10, 553; 309 11,212,385 + 5.9 
TABLE VII 
PROFITS AND APPROPRIATIONS 
(£000’s) 


(Dividends paid before the increases began in 1952 ave indicated in the first column; like those shown 
for 1954, they are expressed in terms of present capital, which in four banks has been enlarged by 
capitalisation of reserves.) 

Contingencies Reserve Fund 


Net Profits Dividends Premises and and 
Rate % Net Cost Pensions Carry Forward 
1954 1955 1954 1955 1954 1955 1954 1955 1954 ¥955 
Barclays (83%) .. 2549 2045 12 12 1542 1612 —- as 1OO8f 1034 
Lloy ds (9.6%) -» 2306 23272 #42 12 1225 1281 500 8500 401 541 
Midland (16%) 2398 26054 #4918 18 1501 1569 875 1085 22 7 
Nat. wh (15% 1827 1882 18 18 938 981 1000 889 - 99 
Westminster (14.4%) 1623 1708 16 16 932 975 tom bH91 734 
Martins (15%) $3 918 931 174 17s = 415 434 300 500 203 - 4 
District (184%) .. 589 637 20 20 310 324 ——- 300 279 13 
W. Deacon's (123%) 311 331 14 14 150 yy 150 150 6 4 


* Additional ‘‘ B”’ shares allotted to parent company in 1954 by capitalisation of reserves 
then ranked for final dividend only. On these (limited-dividend) shares the effective 
distribution has been raised from 12$% in 1953 to 20}% in 1954 and 283% in 1955, 
calculated on the £312,500 1n issue before the bonus allotment. 

t In addition, Barclays transferred £3 millions to published reserve from contingency account 


in 1954. 


compared with 34.3 per cent. at end-1954 and the highest point since the eve 


of the autumn funding operation of 1953. 
Even this weakening of policy does not mean that the credit contraction of 


the second half-year must be attributed to the direct restraints. The sharp 


recovery of liquidity ratios made it technically possible for the banks, if they 
chose, not only to avoid a further credit contraction but actually to embark 
upon a new expansion. They could not, given their loyalty to the Chancellor, 
and given the Utilities’ fundings, avoid the decline in their advances ; but, in 
the absence of strong general reasons for caution, they might have been 
expected to have re-employed in investments at least part of the resources thus 
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released. That they have not done so is a tribute to the salutary force of the 
orthodox weapons wielded so strongly earlier in the year. The atmosphere thus 
created has cast a long shadow ahead, leading the banks to fear, in particular, a 
squeeze in this current tax season comparable to that experienced last year. 
They have preferred high liquidity to higher investments, and have also found 
some compensation from the relatively good yields on bills and call money, so 
that the inducement to expand their assets and commitments up to the tech- 
nical limits has been lessened. The interest rate weapon is still working, both 
directly and psychologically. Its force cannot rest much longer, however, upon 
: the mere threat—unless that is seen to be materialising. An important testing- 
} time lies immediately ahead. 
| A scrutiny of the individual balance sheets, which are analysed in detail in 
Tables III to V, shows that the year’s pressures have not been uniformly 
distributed, and there have also been notable divergences of policy in respond- 
ing to them. The decline in deposits has ranged from 1.7 per cent. (Midland 
Bank) to 8.3 per cent. (National Provincial) among the Big Five, while the 
. net change in advances has ranged from a decline of 7.8 per cent. (Barclays) to 
an increase of 6.1 per cent. (National Provincial, which, however, showed an 
11 per cent. decline in the second half-year). Again, while the Midland’s invest- 
ment portfolio was reduced by only 5.7 per cent., the Westminster’s was reduced 
by 19.8 per cent. and the National Provincial’s by 22.3 per cent. The three 
northern institutions made even bigger reductions—and generally attained 
higher liquidity ratios than the Big Five. Glyns and Coutts went higher still. 

Each of the English banks maintained its previous practice in valuing 
investments. The National Provincial, together with the “ northern three ” 
and the two smaller institutions, all succeeded in writing portfolios down to or 

| below market value, a highly creditable achievement for a year of such strain. 

5 The only change in practice was that of the National Bank, which adopted 
the “‘ 1952’ formula by valuing government securities ‘‘ under cost and below 
redemption price ’’—but above market value, to the extent of 2? per cent. On 

this same principle, the Midland showed depreciation of £23.7 millions or 5.2 

‘ per cent. (compared with published reserves totalling {15.2 millions), the 
Westminster. {9 millions or 3.7 per cent., Barclays {15.2 millions or 3.5 per 
cent., and Lloyds £8.2 millions or 2.4 per cent. Barclay’s chairman describes 
this depreciation as of *‘ passing interest only’ ; it certainly will pass—if no 
new liquidity squeeze compels the banks to sell on an unwilling market. 

In a year such as this there was plainly no question of any further increase 
in bank dividends ; the effective distributions were unchanged in every case, 
except that the unchanged dividend rates of Williams Deacon’s and Glyn’s 
involved larger payments because the scrip issues made in 1954 then ranked for 
only the final dividends. All the banks, however, showed an increase in profits, 
ranging from Martins’ increase of 1.3 per cent. to the Midland’s 10.7 per cent. ; 
the aggregate for the eight principal banks rose by 5.7 per cent. This increase, 

‘ it should be noted, is not comparable with that of 8.6 per cent. shown in 1954, 

; since almost half of it is simply the counterpart of the reduction in the amount 
of tax deducted from the gross dividends (thanks to the reduction of the 

standard rate to &s. 6d. last April). 

i There can be no doubt, however, that the smallness of the increase in 

5 published profits reflects a notable increase in the amounts retained to fortify 
inner reserves. Over the year as a whole, if the factor of investment deprecia- 
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tion is left out of account, the effeet of the stiffening of monetary policy was to 
increase the trading profits of the banks. As will be seen from Table I, although 
deposits were falling substantially, their average level during the year was 
only fractionally less than in 1954, and the average level of balances on deposit 
account was almost unchanged. Again, thanks to the steep rise in advances in 
the first half-year, their average for the year actually rose by II.g per cent. 
Hence, although the average percentage yield from advances rose less than is 
generally supposed—one bank chairman estimated the increase at } per cent.— 
total earnings from advances probably rose by not much less than the interest 
cost of deposit accounts. The average volume of short money and bills was 
smaller than in 1954, but the effect of this decline upon earnings was much more 
than outweighed by the steep rise in the average percentage yield (which 
was more than twice that for 1954). This gain, plus the increase in commissions 
that resulted from the expansion of banking turnover (the clearing house 
turnover rose by 5.8 per cent.), was certainly more than sufficient to provide 
for the losses of income and capital loss that resulted from the sales of invest- 
ments, and for the increase in administrative costs (notably includmg, of 
course, those caused in salaries and in provision for pensions by the big changes 

made during the year). This favourable outcome of 1955 1s not, however, a 
portent for 1956, in which the banks must face the effects of the decline that 
has already occurred (and ought to go further) in their deposits and. their 
advances—not to mention the possible further effect in terms of bad debts. 
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NEW YORK 
Statement of Condition, December 31, 1955 
RESOURCES LIABILITIES 
Cash and Due from Banks.... $1,024,445,016 Capital (2,519,500 
U.S. Government Securities. ‘769,017,430 | shares — $20 

Government Insured | — Yer $50,390,000 

F.H.A. Mortgages ........ 73,436,461 | oun Terre 100,000,000 
State, Municipal and Public Undivided Profits 47, 611, 046 

"gears 174,412,576 | $198,001,046 
Stock of Federal Reserve Bank 4,511,700 Reserves for Taxes, Unearned 
Other Securities............ 38,770,410 Discount, Interest, etc... .. 15,198,338 
Loans, Bills Purchased and —— Payable January 15, 

Bankers’ Acceptances .... 1,058,200,319 Pt cist tnibeendeame we 2,015,600 
eee 22,310,553 si PM... BREE Acceptances .... 20,799,126 
Banking Houses............ 18,061,398 Liability as Endorser on Ac- 

Customers’ Liability for ceptances and Foreign Bills 16,491,324 

a as las aa 19,181,719 Other Liabilities............ 1,045,369 
Accrued Interest and Other PE wsenbenseeceedaed< 2,956,161,715 

0 a ee 7,364,936 | 

| 
$3,209,712,518 | $3,209,712,518 
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esiden 
HORACE C. FLANIGAN 
International Banking Department: 
55 BROAD STREET, NEW YORK 
Member FEDERAL RESERVE SYSTEM 
Member NEW YORK CLEARING HOUSE ASSOCIATION 
Member FEDERAL DEPOSIT INSURANCE CORPORATION 
Representative re 

1 CORNHILL, LONDON, E.C.3 VIA LAZIO 9 (Corner VIA VENETO) ROME 
ROSSMARKT 23, FRANKFURT a.M. DAI-ICHI BUILDING, YURARKUCHO. TOKYO 
Incorporated with Limited Liability in U.S.A. 





































od 
& 
‘ 
oe 
& 
f 
t 
Fa 
& 
Sy 
g 
Vad 
5 
i 
x. 











a 


Latin American Currency Practices 


By J. C. Hunt 


HE Brazilian presidential inauguration is over ; despite the dramatic 
counter moves in the entr’acte since his election in September, Senhor 


Kubitschek holds the stage. The fruits of his whirlwind tour of Europe and 
the United States may now be slowly gathered. Behind the niceties of protocol 
that attended Sr Kubitschek’s visit to this country loomed a question of far- 
reaching importance, and it was this that inspired his tour. Is foreign capital 
to be invested in Brazil in sufficient quantities to enable him to transform its 
economy after the manner in which he brought about the development of his 
home state, Minas Geraes ? The fact that the Brazilian president decided to 
make the appeal for foreign capital at all is an illuminating reflection of a change 
in the climate of economic policy that is taking place not only in his own 
country but also in a number of other Latin American states. In many 
influential quarters in Brazil, indeed foreign capital is still regarded with 
suspicion ; and cautious foreign investors will probably wait to see how Senhor 
Kubitschek treats domestic capital, and in particular perhaps the Petrobras 
concern, which holds the monopoly of Brazilian oil development. At present, 
the most significant inflow of foreign capital comes from Germany. 

For some years now there has been a gradual reversal throughout Latin 
America of that nationalistic phobia of foreign capital that developed during 
and after the Second World War. Some countries, notably Venezuela and 
Colombia, have never been overwhelmed by the disease; at the other end of the 
scale, the spirit of economic nationalism took its crudest form in Argentina. 
But even before the fall of Peron in September, Argentina was tempering 
its nationalistic policies with increasing realism ; his fall, paradoxically, had 
its origin to some extent in his grant of a concession to a United States oil com- 
pany. Under the new administration, most of the trammels on the free opera- 
tion of foreign companies have been removed, though there remain some 
prickly questions to be solved concerning certain German investments made 
during the Peron era. Dr. Prebisch, in his now world-famous interim report on 
the Argentine economy, put the case for the active encouragement of foreign 
capital operations in the starkest possible terms. The choice, he said, was 
between a continuation of the ruinous instability and stagnation, and the 
establishment of conditions favourable to the inflow of foreign capital, which 
entailed as an essential pre-requisite the halting of inflation.* 

The changed attitude towards foreign capital is part of a general rethinking 
about the role and efficacy of the instruments of economic policy that have been 
employed since the war, and in some cases since the early ‘thirties. The highly 
complex systems of foreign exchange control that have been evolved in most 
Latin American countries were instituted chiefly on pragmatic grounds, though 
the doctrinaire element was by no means absent ; correspondingly, their 








* See“ Argentina’ S New Hope ”’ in the issue of THz BANKER of December last.—ED. 
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widespread modification reflects considerations of expediency more than of 
principle. Bilateralism has worked inefficiently. 

The most dramatic change of front in exchange policy is undoubtedly that 
made recently by Argentina. But this followed rather than led a general 
Latin American movement towards greater exchange freedom. Peru led the 
way as long ago as 1949 ; Colombia last year extended the use of its free 
exchange market very considerably, though to dampen the immediate infla- 
tionary effects it retained the use of artificially low official rates for imports of 
raw materials (as indeed Argentina has done). Brazil has long had ready a 
scheme for the reform of its overvalued and complex exchange rates ; and now 
that Senhor Kubitschek is firmly in the saddle there are hopes that the dif- 
ferences that have stood in the way of its implementation may be resolved. An 
important amendment has indeed already been working for some time in the 
country’s system of bilateralism. Earnings of sterling, deutschemarks, 
guilders and Belgian francs are pooled for use in any part of the four currency 
areas. Last month, moreover, representatives of Brazil and officials from the 
four countries agreed to try to extend the scheme to other European and Latin 
American countries. In Chile, a complete review of economic policy is being 
undertaken; and in Uruguay there are signs of fresh thinking about the ade- 
quacy of the present multiple exchange rate system. The time 1s therefore 
opportune to examine the general background to the existing arrangements, 
and the obstacles that still stand in the way of full freedom. 

The systems of exchange control were established for the most part as defen- 
sive measures against pressures on the exchanges ; but as payments crises 
recurred, the controls were prolonged, often on an ad hoc basis. In the ‘thirties 
the chief pressure was from the depressed prices of primary produce on world 
markets ; after the war, the overriding difficulty was the inconvertibility of 
sterling and other European currencies, of which many Latin American countries 
had accumulated substantial balances. As these could not be used to settle 
deficits with hard currency areas, many countries intensified their systems of 
exchange control and multiple exchange rates. In some countries, the systems 
were seen as positive instruments for the direction of internal economic policy— 
above all, as aids to greater self-sufficiency through industrialisation. The 
systems were used to discourage imports of industrial goods, and to foster 
exports of them, at the expense of exports of the staple primary produce. 

The secondary industries grew only slowly, and at high cost, while primary 
production generally lagged. But the governments took few steps to stem the 
ensuing inflation ; many of them believed indeed that the demand for the 
products of the new industries should be stimulated to avoid excess capacity, 
despite the fact that the backlog of demand unsatisfied during the war ensured 


that there was little such risk. Further, political factors, in particular the. 


desire to effect radical social reforms, also pressed towards inflation. The 
considerable exchange reserves built up during the war were accordingly run 
down in most countries, without the achievement of any compensating streng- 
thening in the earning capacity of the economies. 

This depletion of reserves was especially serious as most of the economies 
are particularly vulnerable to the ebb and flow of world economic forces. The 
volume of Latin American exports as a whole since the war has shown a steady 
upward trend, but fluctuations in world prices, together with the unwillingness 
of many of the countries to change their own export prices in sympathy, have 
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resulted in large variations in exchange earnings. Brazil, Argentina, Chile and 
other countries have found their staple exports unsaleable, and their practice of 
cutting back production in the case of mining or accumulating stocks of 
agricultural produce, has merely resulted in an intensification of inflationary 
pressures. The weakness in balances of payments has been to a large extent 
the result of deliberate policy. On the whole there have been no real problems 
of either inadequate markets at the right price, or of insufficient goods available 
for export, with the outstanding exception of meat in the River Plate countries. 

The demand for imports since the war has risen sharply, partly because 
many of the new industries that have been established are highly dependent on 
imported raw materials. A serious shortage of raw materials has emerged, 
in particular of fuel. The shortage has reached alarming proportions in Argen- 
tina and Brazil, and is hardly less serious in Chile and Uruguay. The instability 
of Latin American countries’ export earnings, in conjunction with the depletion 
of exchange reserves, has posed them a pretty problem. If imports are kept 
steady, there is the danger of a payments crisis, while if they are allowed to 
fluctuate with exports the interruption to the flow of supplies may have dis- 
turbing consequences in the domestic economy. The palliatives have generally 
been systems of import priorities. Monetary policy has not in general been used 
to any great extent to correct fluctuations in the balances of payments, or to 
dampen their repercussions on domestic activity. In Uruguay, however, the 
banking system has made some attempts at neutralisation, through contraction 
of credit in boom years and expansion in years of recession. But even here 
the effects of banking policy have tended to be outweighed by the heavy scale 
of the government's deficit financing. 


FrRoM MULTIPLE EXCHANGES TO PARTIAL FREEDOM 


[mport control has been achieved by the combination of multiple exchange 
rates and, except in Ecuador, by physical restrictions. The pattern of prio- 


rities has almost invariably been the same: essential consumer goods, raw 
materials and fuels, have been favoured at the expense of durable consumer 


goods and other luxuries. By means of the allocation of exchange, discrimina- 
tion has in practice extended further than the general group classification alone 
suggests. Multiple exchange rates have been preferred to tariffs, mainly on 
account of their greater flexibility. The scale of priorities, however, has rarely 
been altered, and domestic producers of agricultural produce have suffered 
from the favoured import rate for these “ essential ’’ goods, as well as from the 
artificially low export exchange rates. 

Multiple exchange rates have been used in Latin American countries also as 
a means of raising revenue, on account of the difficulties of efficient tax collec- 
tion. Yet the system of auctioning exchange to importers, which in principle 
should yield maximum receipts to the Treasury while automatically limiting 
external payments to the amount available, was abandoned by Argentina and 
Paraguay some years ago, on account of its complexity ; and the experimental 
system introduced in Brazil two and a half years ago is also believed to be due 
tor abolition in the projected exchange reform. Chile has toyed with the idea 
of the auction system, but was dissuaded from adopting it, probably by the 
International Monetary Fund. Both the auction system and that of multiple 
exchange rates, have had an expansionary monetary effect. The scarcity price 
of the import exchange that results forces importers to have recourse to large 
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short-term credits from the banks to finance their exchange purchases ; and 


governments in turn have tended to spend to the full their profits on the 


exchange transactions, instead of using them for counter cyclical purposes. 
A cardinal aim of the selective control systems has been to avoid devalua- 
tions ; yet they have been frequent. Leakages have occurred in the systems. 
of control, the more so where they have attempted to effect absolute prohibition 
of certain imports. The under-valuation of export exchange rates, corre- 
spondingly, has been widely countered by the familiar device of under-invoicing. 
Black and “ grey ”’ markets in exchange have reached huge proportions. 
In Argentina, for example, transactions to a total of some $60 millions took 


place in 1954, despite the fact that the black market there, unlike that in most of 


the other countries, was not officially tolerated, severe repressive measures 
being taken against participants. Paraguay, at the other extreme, permits 
any surplus exchange obtained from exports over a minimum laid down by the 
government to be freely negotiated through the banks. In Colombia and Chile, 
free markets’ have been established for a limited amount of exchange earned 
from the export of products that could not compete at the lower official rates 
of exchange. The development of free markets has thus been a direct result of 
over-restriction. 

Many Latin American countries are now reminding themselves that their 
systems of exchange control were adopted as transitional instruments to 
strengthen the economy for ultimate freedom. Paraguay has-set itself the 
modest aim of raising reserves to a level more adequate to cope with payments 
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difficulties, Bolivia has sought to raise reserves to permit larger imports, and 
Colombia has declared an ambitious policy of making possible the removal of all 
exchange restrictions and the unification of exchange rates. Peru simplified its 
multiple exchange rates to a fluctuating rate as long ago as 1949, owing to 
difficulties in administering import controls and in disposing of exports. 

The relentless devaluations that have been forced on most Latin American 
countries with the exception of Venezuela and a few others have marked at 
once the failure and the demise of the systems of rigid control. The breakdown 
was expedited by the incautious use made of exchange reserves. Latin American 
exchange reserves as a whole are now greater than they have ever been, 
but their distribution is exceedingly uneven. Cuba and Venezuela have built 
up their reserves to impressive proportions ; but at the other extreme, 
Argentina and Brazil, which after the war boasted the largest reserves in Latin 
America, have contracted short and medium term foreign debts amounting to 
more than twice their present depleted exchange assets. In both countries an 
important contributing cause has been the heavy expenditure on repatriations 
of foreign held assets, as well as mismanaged and over-ambitious capital 
expenditures on industrial projects. 

Most Latin American countries, with the notable exceptions of Peru and 
Venezuela, have had recourse to official foreign exchange “‘ budgets’. Their 
application has ranged from a mere forecast of receipts and expenditure, as in 
Ecuador, to the provision, in Chile for example, of the framework for detailed 
lists of priorities of imports and exports, on the basis of which action could be 
rapidly taken in the event of a payments crisis. In practice, such advance 
planning has not worked effectively; and pessimistic forecasts have resulted in 
adverse speculation. In 1955, for example, the Chilean authorities made a large 
under estimate of the strength of the copper boom, and a corresponding under- 
assessment of exchange earnings. This contributed to immediate speculative 
activity against the Chilean peso, notwithstanding the subsequent strengthen- 
ing in the payments balance. In 1952 Brazil, despite a 20 per cent. drop in 
exports proceeds, maintained the mild liberalisation of import controls intro- 
duced a year before when export markets were favourable. In consequence, as 
has so often happened during Latin American payments crises, imports had 
to be cut drastically in the following year, despite the fact that exports were 
recovering. Had orthodox controls been used in the first place, the upheavals 
in import and exchange policies might have been mitigated. 

Since the spending spree enjoyed by most Latin American countries during 
the Korean boom was abruptly halted by the ensuing fall in commodity prices, 
most of the governments have been forced to draw in their horns. The rate of 


capital investment has tailed off markedly. Gross capital investment, which — 


rose from 11 per cent. of the gross national products of Latin American coun- 
tries in 1945 to 17.6 per cent. in 1952, had by 1954 fallen back to 14.9 per cent. 
These average figures conceal vast differences among the individual countries. 
In Venezuela, the proportion of investment has been consistently around 
double that for all other countries ; while in the River Plate and the three 
Southern Andean countries consumption has fallen in absolute terms, though 
by less than investment. The general decline in investment in Latin American 
countries is, of course, closely connected with the deterioration in the external 
balance. The available data suggest that the proportion of the national 
product that is invested normally follows a trend closely parallel to the terms of 
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trade. When the terms of trade improve and export earnings rise, the increased 
profits of exporters are for the most part invested, either by them or by the 
governments. But since 1952 the terms of trade have recovered, following their 
post-Korean slump ; yet the investment ratio has failed to rise. The external 
dynamic factors appear to have weakened. 

Some Latin American governments appear to believe that the necessary 
stimulant can be provided by inflation, arguing that it need not last longer 
than is taken to bring to fruition the investments it stimulates. In fact, 
of course, all the inflationary profits are not necessarily ploughed back ; 
inflation notoriously encourages luxury consumption. Chile provides an 
outstanding example of the true effects of inflation on investment; there, the 
rate of capital formation has been slowed down to a pace little faster than the 
growth in population. 

The way out of these difficulties now being sought by more and more Latin 
American countries is to embark on a systematic development of industries 
that produce substitutes for imports. In the main these are not the consumer 
goods industries, which received the benefit of the earlier plans for industrial 
development, but rather capital goods industries and the oil industries. Such 
industries are generally to be encouraged in preference to export industries. It 
is partly to aid this policy that foreign capital is again being given a hearty 
welcome. But if the confidence of overseas investors is to be secured, Latin 
America must make plain its determination to continue and extend its move 
towards greater exchange freedom and stability. 
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Two Bills of Lading Cases 


By a Special Correspondent 








WO extremely interesting cases affecting bills of lading came prominently 

before the Courts in the latter half of 1955. There was little in common 

between these cases, aside from the bills of lading : the first, in all its 
principal aspects, was a banking case, the second in its single issue was one of 
shipping law. But bills of lading are, as Mr. Mocatta contended in the second 
case, commercial documents of great importance, and buvers, sellers and the 
banks are entitled to certainty as to their effect. Both the decisions are 
important in that respect. 

The first case was Midland Bank Lid. v. Seymour [1955] 2 Ll. L.R. 147, in 
which the defendants in the course of their business imported feathers from 
Hongkong. They banked with the Aldgate branch of the Midland Bank, and 
conducted through that bank the financial side of their importing business. In 
1952 they entered into business relations with a Chinese firm with which they 
had had no previous dealings ; following their customary procedure, they 
agreed to make payments to this firm by confirmed irrevocable letters of credit, 
and at the same time they asked their bank to obtain a report on the standing 
of the Chinese business. There was a series of contracts between the defendants 
and the Chinese firm, and at various times the bank received from its corre- 
spondents (a) an initial and relatively uninformative report ; () a cable in 
relation to two of the credits to be established suggesting that the goods were 
under-priced and that there were not sufficient feathers of Hongkong origin 
available to fulfil the contract, and recommending certain precautionary 
stipulations ; and (c) a second, fuller and not very enthusiastic report. The 
bank passed (a) and (0) to its customers, who however preferred their own 
information to the correspondents’ warning, and ignored the latter ; but for 
some reason the bank failed to tell its customers of (c), which in any case arrived 
after all the material credits had been established. 

In February, 1953, the first consignment under these credits arrived at 
Rotterdam and upon inspection proved to be almost worthless ; in due course 
it was established that the Chinese firm was making no attempt to fulfil its 
contracts and indeed, after collecting substantial sums in exchange for shipping 
documents, had disappeared. The defendants refused to take up the documents, 
and as the acceptances matured the bank met them and debited the defendants’ 
account; and upon the refusal of the defendants to meet the indebtedness thus 
caused, this action was brought for the recovery of the amount due. 

The defendants’ case was that (a) the bills of lading did not contain all the 
material description of the goods, and the bank should therefore not have taken 
them up ; (b) the drafts had been accepted in London, whereas they should 
have been accepted in Hongkong ; and (c) four of the drafts had been accepted 
after the expiry date of the relevant credits. The defendants further counter- 
claimed for damages on the grounds that the bank had been negligent in not 
passing on to them the second report from its correspondents. 

Bankers at least will certainly regard the defendants’ first point, as to the 
description of the goods in the bills of lading, as the most important point in the 
case, although in the judgment of Devlin, J., it was fairly easily disposed of. 
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That cause célebre of documentary credits, /. H. Rayner & Co. Ltd. & Ors. v. 
Hambros Bank Lid. (1943) 74 LI. L.R. 10, established the common sense propo- 
sition that a banker is entitled to refuse to accept documents that do not 
embody a complete description of the goods that is comprehensible to him as 
one not necessarily informed of trade usages. It was now sought to turn the 
same principle in reverse against the banker, by arguing that he must not 
accept a bill of lading that did not completely describe the goods, notwith- 
standing that the documents as a whole did fully describe them. The letter of 
credit itself called for “ delivery of the following documents . . . evidencing 
shipment...’ ; and Devlin, J., had no difficulty in holding that the terms of 
the letter of credit had been met when the documents together, identifiable as a 
set, did so evidence shipment: in the absence of any instructions to the contrary 
the bank was entitled to accept the bills of lading notwithstanding that they 
did not in themselves completely describe the goods. 

But if this first, principal, arm of the judgment finds approval among 
bankers, the second will have been received with more reserve. It had been 
argued for the bank that the words in the customers’ requests for the letters of 
credit, “‘ the credit is to be available in Hongkong ’’, meant “ available for 
negotiation in Hongkong ”’ ; that the credit was an offer to anyone to negotiate 
the seller’s drafts. It was held on this point that the words meant rather that 
the drafts could be accepted in Hongkong, and that Hongkong was additional 
to, not exclusive of London, so that acceptance in London or Hongkong of 
drafts drawn under the credit was in order. Devlin, J., recognised that this 
decision was not in accordance with current practice but he found himself 
unable to agree that mere negotiation in Hongkong was sufficient to set the 
credit in motion. In view of this finding, the bank’s acceptance of four drafts 
in London after the expiry date of the credit was outside the terms of the credit; 
had the bank’s contention that negotiation in Hongkong was the operative 
factor succeeded, the later acceptance would have been irrelevant, for the 
negotiation of the four bills had occurred within the period of the credit. 
However, it was further held on the facts that the defendants had ratified the 
late acceptance of these bills ; and the bank thus succeeded in its action. 

On the defendants’ counter-claim, it was held that the bank had been 
negligent in not passing on to its customers the second report from its corre- 
spondents ; indeed, the bank did not contest the point, admitting that normal 
practice would have been to pass it on, and the question was merely whether in 
fact it had been so passed—and it was held on the facts that it had not. It is 
to be noted that the finding of negligence depended upon the customer having 
asked in the first place for a report—there was no suggestion that the bank 
would have owed any duty of communication if the report had been obtained 
for its own purposes only. But as the defendants could have taken no useful 
action even had the report been communicated to them, only nominal damages 
were awarded against the bank. 

The chief significance in the finding in this somewhat complicated case— 
some other, minor, points were argued besides those summarised here—is 
that shipping documents as documents of title can, in the absence of instruc- 
tions to the contrary, be regarded as a whole. In practice the case may lead the 
banks to amend their standard forms, where necessary, to put beyond question 

the meaning of the word “ available ”’. 
In comparison with the Seymour case the second case to be considered here, 










































TWO BILLS OF LADING CASES I] 


(;. H. Renton and Co. Ltd. v. Palmyra Trading Corporation of Panama: The 
Caspiana [The Times, December 15-21, 1955] is relatively straightforward ; 
but it has already been before the Court of Appeal, which reversed the decision 
of McNair, J., in the lower court, and permission has been given for appeal 
to the House of Lords. There was here a single issue, but one that touches 
upon the fundamentals of freedom of contract. The plaintiffs were endorsees of ° 
bills of lading covering the shipment of timber from British Columbia to 
London and Hull in the ship Caspfiana, of which the defendants were the 
owners. The bills of lading, which incorporated the Hague Rules as enacted 
by the Canadian Water Carriage of Goods Act, 1936, provided that ‘“ should 
it appear that strikes would prevent the vessel from entering the port of 
discharge or there discharging in the usual manner and leaving again safely 
and without delay the master may discharge the cargo at port of loading or any 
other safe and convenient port ”’ ; the same clause further provided that “ the 
discharge of any cargo under the provisions of this clause shail be deemed due 
fulfilment of the contract”. The Caspiana left British Columbia on 
September 3, 1954, and while she was en route for England a strike com- 
menced in the London docks and spread to Hull. The defendants thereupon 
ordered the Caspiana to discharge at Hamburg, and offered the plaintiffs the 
timber at Hamburg on payment of the freight. The plaintiffs claimed damages 
for breach of contract, while the defendants contended that, by virtue of the 
clauses quoted above, they had in fact fulfilled the contract. 

‘Deviation ’’ in shipping contracts is a matter that has exercised the 
courts often in the past, and one on which shipowner and shipper are inevitably 
often at odds. The interest of the shipper is that his goods shall be delivered as 
expeditiously as possible at the contracted port of delivery ; the interest of the 
shipowner is to have as much freedom of movement for his ship as possible. 
The clause that permits deviation, often worded in the widest possible manner, 
so that the shipowner would be entitled by it to sail his ship anywhere he wished 
regardless of the shipper’s interest, is normally embodied in the shipowner’s 
printed form, and as it is in the shipowner’s interest it is construed in the 
courts strictly against him under the contra proferentem rule. Article IV, 
Rule 4, of the Hague Rules provides, on this point, that “ any reasonable 
deviation shall not be deemed to be an infringement or breach of these Rules ”’. 

An example of the kind of dispute that usually arises and of the treatment 
that widely drawn deviation clauses are often accorded by the courts, was 
provided earlier in 1955 by an Australian case, T/iess Bros. (Queensland) 
Proprietary Ltd: v. Australian Steamships Proprietary Ltd. {[1955| 1 Ll. L.R. 459. 
In that case the ship, bound for Melbourne with a cargo of coal, deviated to 
Newcastle to bunker, although such bunkering was not necessary for the 
voyage to Melbourne. She was delayed at Newcastle, her cargo overheated and 
had to be discharged and sold, at a heavy loss. Kinsella, J., held, in the Supreme 
Court of New South Wales, that deviation, which the contract in question 
purported to justify in very wide terms, must be for the purposes of the voyage: 
‘it is a fundamental principle of interpretation ’’, he said, ‘“‘ that the contract 
must be read as a whole and in the light of the circumstances in which the 
parties entered into it in order that the contractual intentions of the parties 
may be ascertained from it’’ ; and in the circumstances he held that the 
wide terms of the deviation clause could not be regarded as part of the contract. 
In the Caspiana case, it was argued that the clause permitting discharge at 
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any safe or convenient port sought to allow a deviation outside Article IV, 
Rule 4, of the Hague Rules, and that where strikes made discharge at the 
contract port impossible the usual course was for the shipowners to bear the 
expense of later carriage from the port at which discharge was actually made. 
McNair, J., referred to Article III, Rule 2, of the Hague Rules (“.. . the carrier 
shall properly and carefully load ...carry ... and discharge the goods carried’’) 
and took the view that “it is implicit in that rule that the discharge should 
take place at the proper port “. In particular, the power given by the disputed 
clause in the bills of lading to discharge even at the port of loading was repug- 
nant to the sense of the contract ; and he held the whole clause to be so incon- 
sistent with the main purpose of the contract as to be ineffective. 

The Court of Appeal took the opposite view. Singleton, L. J., regarded the 
clauses in question as providing a substituted method of performance rather 
than a right to deviate, and did not agree that they were repugnant to -the 
objects of the contract or outside the Hague Rules. He further quoted with 
approval Sir George Jessel in Printing and Numerical Registering Co. v. 
Sampson, (1875) L.R. 19 Eq. 462 : “it must not be forgotten that you are not 
to extend arbitrarily those rules which say that a given contract is void as 
being against public policy, because if there is one thing which more than 
another public policy requires it is that men of full age and competent under- 
standing will have the utmost liberty to contract ’’. Jenkins, L. J., took the 
same point, remarking that were the words of the contract to be set aside in 
such circumstances, the greater part of all the printed conditions in any bill of 
lading would be mere waste paper. There was a material difference between the 
very wide deviation clauses that the courts had on various occasions set aside as 
repugnant and a clause such as the present one that was applicable only in 
specified emergencies. And Hodson, L. J., concurring, added that he was not 
deterred from doing so by the argument that bills of lading would be looked at 
askance as documents of title as a result of the present decision. 

The case of the Caspiana, as might be expected, has aroused very general 
interest amongst shippers and shipowners—and indeed bankers: there has long 
been doubt as to whether documents that include the Caspiana clause can be 
safely accepted under a documentary credit—and some uncertainty must of 
course remain until the point is decided in the House of Lords. Students of 
the law of contract will be interested to compare the case with the railway 
ticket cases (which were in fact mentioned in argument) : is the passenger 
bound by conditions printed on the back of the ticket, which he never reads, or 
on posters or leaflets that are referred to on the ticket? There are many other 
contracts in common use with printed conditions that the other party to the 
contract seldom looks at—for example contracts by furniture removers— 
and the contra proferentem rule in such cases must always win popular approval. 
But business men entering into business contracts must usually be assumed to 
be on a parity of contracting strength—and to have read their contracts. 

The Seymour decision, in its principal finding, and the decision in 
the Caspiana case, may alike be regarded as a preferring of a practical point 
of view to an over-strictly legalistic interpretation of the contract ; and the 
second decision is plainly a victory for those who think that freedom of contract 
is important. Freedom of contract may be something of a fiction when an 
ordinary citizen buys an excursion ticket ; it is hardly so when men send their 


goods down to the sea in ships. 
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American Review 


of official reassurances about the business prospect, American industry and 
the securities markets last month were nevertheless inclined to regard the 
outlook a little more cautiously than in the closing months of 1955. There is little 
expectation of any sudden decline, but a mood of reassessment is natural following 
a year of record expansion, in which industrial production rose by fully 11 per 
cent., and gross national product by 6$ per cent., from $375,000 millions to almost 
$400,000 millions. In 1955, also, personal incomes rose by $16,000 millions to 
$310,000 millions, consumer credit by most of $6,000 millions, house mortgage 
debts by $13,000 millions, and unemployment was reduced to a residual margin. 
Continuance of the 1955 pace is clearly not in prospect, more especially as the 
Federal Reserve Board is still holding to its declared monetary policy of ‘“‘restraint’’. 
Residential construction, in particular, is almost certain to remain some way 
below the peak levels reached in mid-summer, since the gradual restriction of 
available funds was inaugurated at a time when the construction industry is nor- 
mally planning well ahead. Consumers, for their part, seem unlikely to be willing 
to enlarge their debts for durable goods at the same pace as last year. 


©: the threshold of the $400 billion economy ’’—and with a continual spate 


CuT-BACK IN CARS 

The most striking indicator of a coming slackening in the pace of expansion, 
however, has been the decision of the major motor producers to curtail output. 
This industry all but achieved its goal of eight million passenger cars during 1955, 
at the expense of a modest increase in dealers’ stocks. These are now reported to 
be about twice as large as those held at end-1954. Shortly before the issue of new 
Ford Motor stock in January, the company warned investors that immediate hopes 
should not be pitched too high. And Mr. Harlow Curtice, president of General 
Motors, was forecasting that passenger car output might well fall rr per cent. 
below 1955, or to about 7,150,000, while other trade estimates suggested that 
seven millions would constitute “a good year’’. In mid-January, however, it 
appeared that General Motors might be prepared to revise its estimates slightly 
upwards. It did so dramatically in 1955. 

No deficiency in demand is as yet troubling the steel industry, which is still 
reporting trouble in meeting orders for many grades. While decline in home 
construction and output of passenger cars will naturally have an important effect, 
stocks are still low and there is the prospect of continuing heavy demand from other 
industries and from the railways. All major steel producers have set their plans for 
an appreciable expansion of ingot capacity over the next few years. 

Industry in general entered 1956 with order books well filled. New orders for 
manufacturers placed in November reached a record for that month, at over 
$28 000 millions, and unfilled orders remain high at nearly $54,000 millions ; this 
was the best level since the spring of 1954, though still well below the peak of 
$77,000 millions reached in 1953. 

The Presidential messages on the State of the Union and the Budget brought no 
surprises. The first was an expression of decided confidence in the Administration’s 
ability to sustain the $400 billion economy on an even keel. The second projected 
revenue and expenditure schedules for 1955-56 and 1956-57 to show modest book- 
keeping surpluses for both years—$z00 millions to June 30 next and $400 millions 
in 1956-57. President Eisenhower reasserted his determination to maintain a 
‘balanced budget’ and his opposition to tax relief—unless it proves possible 
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simultaneously to enforce a modest reduction in the national debt. This will cer- 
tainly be possible, on present estimates, both for 1955-56 and the following year 
since there is no doubt that receipts have been conservatively estimated and since 
the conventional accounting does not include the substantial sums accruing from 
social security funds and other Federal agencies. However, 1956 is an election year 
in which defence expenditures have already been raised, in which farm relief (under 
the new “ Soil Bank ”’ plan) will quite probably be higher than now forecast and in 
which the Democratic opposition in Congress will be torn between the desire to 
help the taxpayer and to give additional benefits to pressure groups. 

The remaining query concerns the policy of the ‘‘ Fed’. The Reserve System 
pumped no less than $1,400 millions of cash reserves into the market to accom- 
modate the peak seasonal demand for bank accommodation during December ; 
the operations were clearly designed to do no more than to hold to declared policy 
of preventing a sudden jolt while maintaining a certain measure of restraint. The 
Treasury bill rate has continued to hover closely round the official rediscount rate 
of 24 per cent., and during January there was no doubt in the money market that 
steps would be taken to remove any surplus of funds stemming from the seasonal 
reflow of currency and contraction of bank loans. 


American Economic Indicators 





1955 
1952 1953 1954 
Sept. Oct Nov. Dec 
Production and Business ‘ 
Industrial production (1947-49 = 100) 124 134 125 142 143 144 = 
Gross private investment (billion $) 49.6 51.4 47.2 60.3 = --— —— 
New plant and equipment (billion $) 26.5 28.4 26.7 — — 30.9 ~-- 
Construction (billion $) “ 33-0 35-3 37-6 42.9 42.3 42.2 41.9 
Business sales (billion $) 460.0 48.4 406.7 53-3 52-5 53-4 —_ 
Business stocks (billion $) 76.7 80.3 76.9 79.9 80.7 81.4 = 
Merchandise exports (million $) 1,266 1,314 1,256 1,248 1,395 1,302 = 
Merchandise imports (million $) . 893 906 851 953 1,034 1,053 — 
Employment and Wages: 
Non-farm employment (million) 54-5* 55-0* 54.7 56.9 57-3 57-9 58.3 
Unemployment (‘ooos) - ‘A 1,673* 1,602* 3,230 2,149 2,131 2,398 2,427 
Unemployment as % labour force 2.7" 23.5" 3.0 3.2 3.2 3.6 3.6 
Hourly earnings (mfg.) ($) 1.67 1.77 1.81 1.90 1.91 1.93 1.93 
Weekly earnings (mfg.) ($) 67.97 71.69 71.86 77.90 78.609 79.5 79.9 
Prices: 
Moody commodity (1931 = 100) “a ay ch . 7 409 402 403 407 
Farm products (1947-49 = 100) 107.0 97.0 95.6 89.3 86.7 84.1 83.4 
Industrial (1947-49 = 100) vin 113.2 114.0 114.5 118.4 119.0 119.3 119.7 
Consumers’ index (1947-49 = 100) 113.5 114.4 114.8 114.9 114.9 I1I5.0 —- 
Credit and Finance: 
Bank loans (billion $) 64.2 67.6 70.6 78.4 79.2 81.4 — 
Bank investments (billion $) 77.5 78.1 85.3 78.9 79.7 78.0 —- 
Bank loans (weekly) (billion $) 23-4 23.4 22.5 24.7 25.1 26.0 26.7 
Consumer credit (billion $) 25-8 290.5 30.1 34.3 34.6 35.1 = 
Treasury bill rate (%) + 1.77 1.93 0.95 2.09 2.26 2.23 2.56 
U.S. Govt. Bonds rate (%) 2.68f 3.16 2.70 3.00 2.96 2.96 2.97 
Money supply (billion $) 194.8 200.9 209.7 209.7 211.3 212.2 — 


Federal cash budget (+- or ~) (mill. $) 


, —1,641 —6,153 —1I,060 


ee 


Notes.—Latest figures are preliminary or estimated. Yearly figures are given for private 


investment and equipment for 1952-54 and then quarterly figures at annual rates. 
tion figures show monthly averages 1952-54. 


from partial returns only. 
* Old basis. 


Construc- 


Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1952-54, and end-month levels. Weekly bank loans are derived 


Budget figures are cash totals 1952-54 and then quarterly. 
t+ Old series. 
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International Banking Review* 


Argentina 


HE first part of the final report of Dr. Raul Prebisch, the economic adviser to 

the Argentine government, stresses the need for ensuring that, in future, 

wage increases are met out of business profits rather than through the raising 

of prices. It also argues that, as a first endeavour, the country must aim at achieving 

a 10 per cent. increase in production. The report points out that the supply of 
money has trebled since 1949. 

The second part of the report, dealing with recommendations for a recovery 
programme, suggests extensive de-nationalization of transport services and urges 
that the State should withdraw from all commercial and industrial activities where 
its participation is unjustified by considerations of national interest. Far-reaching 
reforms are suggested for the banking system, and it is also recommended that 
Argentina should seek membership of the World Bank and the International 
Monetary Fund. 

Dr. Prebisch has also emphasized the need for a large foreign loan, pointing out 
that this offers the only means of meeting the country’s urgent requirements of 
capital development. 


Australia 


The reconstruction of Mr. Menzies’s Government following its recent success in 
the Federal general election includes the creation of a Ministry of Trade, headed by 
Mr. J. McEwen, formerly Minister for Commerce and Agriculture. The task of the 
new Ministry will be to co-ordinate and intensify official efforts to enlarge Aus- 
tralia’s overseas earning capacity. 

Trade figures showed a further improvement in December. Exports exceeded 
imports by £A.10 millions, against a mere £A.0.6 millions in November. For the 
six months to the end of December, the trade deficit totalled £A.24 millions, or 
(A.5 millions less than in the corresponding period of 1954. External reserves of 
the Commonwealth Bank have continued to hold steady at around {A.300 millions. 

Arrangements for introducing an export credit guarantee scheme are stated to 
be nearing completion. A senior official of the United Kingdom Export Credits 
(guarantee Department has been helping Government officials to prepare the 
scheme. 

The Government has announced the re-appointment of Dr. H. C. Coombs as 
governor of the Commonwealth Bank for a further period of seven years. Dr. 
Coombs was first appointed to the bank’s board in 1949 by the Labour Government 
under Mr. Chifley. 


Brazil 


Ssenhor Kubitschek, the new president of Brazil, has spoken during the course 
of a visit to London of his desire to see a strengthening of trade ties between 
Brazil and Britain. He asserted that, besides being anxious to purchase equipment 
and machinery from Britain, Brazil would like to see a substantial increase in the 
volume of investment of British capital in Brazilian manufacturing industry. 





* News of United States banking appears in ‘‘ American Review ”’ (page 113). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary ” 
(pages 65-70 in this issue). 
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In an earlier statement in New York on the aims of the new Government that 
is due to take office at the beginning of February, Senhor Kubitschek stated that 
economic action would be focused on two basic points—the fight against inflation 
and a swift rise in the national income. Exports would be stimulated by all possible 
means. Special attention would be given to coffee policy ; contact is to be estab- 
lished with other producing countries and with consumers. 










British West Indies 


The financial requirements and resources of the proposed British Caribbean 
Federation have been examined in a report prepared by Sir Sydney Caine, chairman 
of a commission appointed by the U.K. Government in 1955. The capital require- 
ments are estimated at {2.1 millions, mostly for Government buildings in the 
Federal capital. Of this, £500,000 would be covered by a U.K. grant, and the 
report proposes that the rest should be obtained from annual contributions by 
units of the Federation and by borrowing. 


Chile 

The Government has obtained Parliamentary approval for its latest measures 
to combat inflation, which for the past few years has induced an increase in prices at 
an annual rate of around 75 per cent. The new programme, which is based largely 
on proposals for economic reform prepared by the Klein-Sachs mission of 
foreign experts, provides for a “ freeze "’ of wages, salaries and prices. Previous 
proposals for economic rehabilitation had invariably encountered insurmountable 
opposition in Parliament. The Government appears at last to be in a position to 
get to grips with the country’s economic difficulties ; a nation-wide strike protest- 
ing against the proposed wage freeze was wholly unsuccessful. 
















Egypt 
In accordance with the agreement concluded between the United Kingdom and 
Egypt in August, 1955, the U.K. authorities released {20 millions from Egypt’s 
blocked sterling balances at the beginning of 1956 against £15 millions in preceding 
years. 














BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 







CAPITAL FULLY PAID - ‘2 ‘a Rials 2,000,000,000 
RESERVES (Banking amen ssa i Rials 522,000,000 
DEPOSITS ‘is ‘ i Rials 16,652,867,603 







Governor and Chairman of Executive Board : MR. ALI ASGHAR NASSER 
Head Office: TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative: One Wall Street, New York 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its mumerous brancnes 
in Iran deals with every description of Banking business. 
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Finland 


The Bank of Finland has decreed that exchange rates for sterling and the main 
continental currencies may in future fluctuate within a range of about # per cent. 
from parity rates. The rate of exchange for visiting tourists has been reduced from 
970 to 915 Finnish marks to the pound, apparently as a first move towards the 
unification of exchange rates. The present basic official rate is 646 to the pound. 


France 


Political and financial uncertainties created by the result of the general election 
held on January 2 brought pressure on the franc in the international currency 
markets. Rates for dealings in the authorized markets were held steady through 
official intervention, but quotations for the franc on free markets suffered a major 
setback. The price of gold in the Paris free market rose sharply. 

Shortly before the election it was announced that the French authorities were 
making preparations for an extension of the proportion of liberalized imports from 
other O.E.E.C. countries from 77} per cent. to 79 per cent. It was indicated, 
however, that compensatory import duties would be applied to protect the local 
industries affected. , 

A report on the general economic situation drawn up by M. Marjolin, former 
Secretary General of the O.E.E.C., on behalf of the study group known as the 
Bineau Committee, argues that only a devaluation of the franc would enable France 
to pursue a commercial policy as liberal as that of its O.E.E.C partners. To bring 
French prices down to the level of foreign prices without devaluation would neces- 
sitate a policy of deflation that the nation would :-not tolerate. 


Germany 


A compromise agreement reached between the West German States and the 
l‘ederal Government on the distribution of tax revenues gives the Federal Govern- 
ment one-third of the yield of income tax and corporation tax in the three years to 
March 31, 1958. During the two following years the Federal Government’s share 
will rise to 35 per cent. It was also agreed that, in an emergency, the Federal 
Government should be allowed to impose surcharges on income and corporation 
taxes that it could retain for itself. The arrangements may be revised after March 
31, 1960. 

As a further move in the campaign to combat inflation by keeping prices down, 
the West German Government has sought Parliamentary approval for a measure to 
cut the tax on sugar by more than 50 per cent. A further proposed measure aims to 
suspend the tax on fuel oil until such time as imports of United States coal can be 
reduced. 

The central bank has simplified the procedure for the transfer of foreign assets 
in Germany. In future, all current income and profits, and not only interest and 
dividends, can be transferred without special permission. Further, the requirement 
under which payments on D-mark debts have first to be paid into liberalized capital 
accounts before being eligible for transfer through limited convertibility mark 
accounts has been altered to permit direct transfers. 


Greece 


The Government has not repeated in its budget statement for 1955-56 the 
allocation of U.S. $2 millions made a year earlier “‘ as a token of Greek willingness to 
settle her pre-war debt to foreign bondholders ’’. The Finance Minister declared 
that it was not considered advisable to make this provision as efforts to reach a 
compromise with the bondholders “ had met with exorbitant claims ”’. 
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Tullis Russell offer the benefits of 50 years’ experience ; 

Pop and skill in making sensitized security cheque paper, of a 
1_— quality and character that help to safeguard the reputation 

of British Banking all over the world. Day and night, } 


month in and month out, one of Tullis Russell’s machines 





is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 

For safety, security and consistency of quality, specify 
T.R. Security Cheque Paper—it is a credit to Banking! 


Tilis Russell + ©, Ld 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 
ESTABLISHED 1809 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “ivorex House” Upper Thames St., E.C.4 
BIRMINGHAM: !77 Corporation Street MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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Iccland 


The O.E.E.C. has drawn up a plan for the settlement of the four-year old dispute 
with Britain over fishing grounds. It suggests that Britain should lift the ban on 
fish landings by Icelandic trawlers and that Iceland, in turn, should agree not to 
change the present four-mile territorial limit. 


India 


It has been indicated that the Government is planning to reduce the legal 
minimum for gold and foreign exchange backing of the currency issue (excluding 
one rupee notes) from 40 to 30 per cent. On the basis of the present note circulation 
of some 1,300 million rupees, India must maintain a gold and foreign exchange 
reserve of about 550 million rupees. It is expected that the deficit financing envi- 
saged during the second five-year capital development programme will tend to 
increase the note circulation, and that drawings on reserves will be needed to meet 
the increased outlays in foreign exchange. 


Irish Republic 
The Minister of Finance has announced official sanction for an increase in the 
ordinary overdraft rate from 5} to 6} per cent. and for an increase from I to I$ 
per cent. in the rate allowed on bank deposits. 


Israel 


A new type of savings scheme has been introduced by a number of private 
banks to help combat inflationary pressures. It offers a substantially higher yield 
on deposits placed with the banks concerned for minimum periods of several years 
than is obtainable on ordinary savings funds. One bank, for example, pays a 
premium of 17 per cent. on deposits not withdrawn for three years. The money 
can be taken out at 30 days notice, but in that event only the ordinary interest 
rate of 3 per cent. is payable. The authorities have given their support by under- 
taking that the premiums earned on the accounts will be exempt from income tax. 


Italy 


The approval by the Italian Parliament of the new tax law, which substantially 
alters the tax system in respect of companies and private persons, has caused 
considerable discontent in commercial circles. Italian Stock Exchanges were closed 
for an indefinite period as a protest against the new law. 


Jordan 


Financial discussions with the British authorities on the progress of Jordan's 
five-year plan have resulted in the United Kingdom’s reaffirmation of its intention 
to co-operate with Jordan to the fullest extent. During 1956-57, Britain is to make 
available to Jordan a development loan of {2} millions for agreed projects. In 
addition, Britain will donate not less than {1.1 millions to the Jordan Budget and 
will release sufficient dollars from the sterling pool to cover the country’s hard 
currency requirements during the coming year. 

The Iraq Government has agreed to finance various industrial and economic 
development projects in Jordan. 


Malaya 


Discussions have been taking place in London between a Malayan Government 
delegation and the United Kingdom Government on the control of internal defence 
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and home security, fiscal control, the ‘‘ Malayanization ”’ of the Civil Service and 
the appointment of a commission to examine and make recommendations on the 
future constitution of Malaya. 


Norway 


Following negotiations with Norwegian banks and insurance companies, the 
Government has agreed not to proceed with legislative measures that would have 
forced these institutions to lend part of their resources to the Government. In 
return for this undertaking, both groups have agreed to take a number of steps to 
restrict credit and to ensure an adequate flow of finance into Government loans. 
The banks have promised that advances in 1956 and 1957 will not be allowed to 
exceed the 1955 level. They will grant no new loans for new building other than for 
Government-subsidized housing schemes. Further, the banks will convert into new 
Government stock any State bonds falling due in 1956 or 1957 and, if total resources 
increase as a result of a rise in deposits, they will invest the whole of the additional 
sum in short-dated Government bonds or Treasury bills. Insurance companies for 
their part, have promised to invest Ki.225 millions in Government stock in 1956 
and 1957. 


Soviet Union 

The third post-war Five Year plan, covering the years 1956-60, provides for an 
increase in the period of 65 per cent. in industrial production. The output of heavy 
industry is to be increased by an average of 70 per cent.; production of coal is to 
rise to 593 million tons, and of steel to 68 million tons. Particularly large increases 
are envisaged for electric power capacity, ship-building and output of cars and 
washing machines. Consumer goods output as a whole is expected to increase by 
60 per cent. The plan makes also provision for rapid progress in the harnessing of 
atomic energy to the power supply. 


Turkey 


Following negotiations with the British authorities, the procedure laid down by 
the January, 1955, agreement for the repayment of commercial debts to U.K. 
exporters has been changed. For the time being, Turkey is to allocate the fixed sum 
of £130,000 per month to this purpose, instead of an amount determined in relation 
to the size of its current earnings of sterling. Payments on this basis were first 
made in October, 1955. Up to then, Turkey had taken no action to implement the 
agreement. 
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ESTABLISHED IN 260 PLACES IN THE NETHERLANDS 


a 







































het 
YT oe 
ae 














Appointments and Retirements 





Barclays Bank—Head Office: Mr. F. S. Bedford, at present a joint manager of chief foreign 
branch, to be an assistant general manager on retirement of Mr. W. J. Fielder. Mr. H. R. H. Lee, 
from Bishopsgate, to be a general managers’ assistant. Miss M. J. Carey, an assistant staff 
manager, to be women’s staff manager jointly with Miss D. M. Sargent. Mr. E. G. Dyer to be an 
assistant staff manager. Chief Foreign Branch: Mr. F. G. Dyson, a general managers’ assistant, 
to be a joint manager. Mr. F. W. Weir, assistant manager, to be deputy manager. Exeter 
District—Local Head Office: Mr. W. K. Bodman, district manager at Exeter, to be a local director. 
Leeds District, Local Head Office: Mr. J. M. Fisher, district manager at Leeds, to be a local director. 
London—Bethnal Green: Mr. G. L. West, from Newington Green, to be manager in succession to 
the late Mr. J. H. Walker; Newington Green: Mr. A. G. Fear, from Old Street, to be manager. 
District Bank—Eastbourne: Mr. William E. Wood, from Sevenoaks, Kent, to be manager. 
Sevenoaks : Mr. Neville Mason to be manager. Waterfoot: Mr. Edward Worsley, from Accrington, 
to be manager. 

Lloyds Bank—Head Office: Mr. F. P. Hill, from Victoria Street, Westminster, and Mr. J. F. V. 
Harvey to be controllers. Mr. N. E. L. Preston to be deputy staff manager. Mr. J. T. Edmonds to 
be staff controller. City Office: Mr. D. S. Williams to be assistant manager. London, Covent Garden: 
Mr. N.S. S. Huntly, from Head Office, to be manager on retirement of Mr. W. M. Slater. Bourne- 
mouth: Mr. G. F. Davies to be manager in succession to the late Mr. G. Ellis. Letcester: Mr. L. G. 
Millhouse, from Head Office, to be manager in succession to the late Mr. L. R. Buxton. WNorth- 
ampton: Mr. H. H. D. Abraham, from Threadneedle Street, to be manager on retirement of 
Mr. W. A. F. Hearne. 

Martins Bank—Alston: Mr. R. D. Dawson, from Morpeth, to be manager. Manchester, Brook's 
Bar: Mr. F. Whewell, from Cheetham, to be manager. 

Midland Bank—Head Office: Mr. G. O. James, of Corn Street branch, Bristol, to be a superin- 
tendent of branches in succession to Mr. C. W. Jaryjes. London—Overseas Branch, London Airport 
North and Central: Mr. P. R. Jones to be manager of London Airport branches; Brixton Road: 
Mr. F. L. Mills, from City Road branch, to be manager in succession to Mr. W. A. James; City 
Road: Mr. S. H. Scudamore, from Piccadilly branch, to be manager in succession to Mr. F. L. 
Mills; Commercial Road: Mr. K. W. Goode, from Upper Street branch, Islington, to be manager 
in succession to Mr. H. G. Prescott; Cornhill: Mr. C. H. Neech to be assistant manager in succession 
to Mr. R. F. Jessup; Deptford: Mr. H. G. Prescott, of Commercial Road branch, to be manager in 
succession to Mr. J. G. Kellas; Eastern: Mr. W. M. Long, of Mile End, to be manager on retirement 
of Mr. A. H. E. Bentley; Jslington: Mr. J. C. Evans, of Clapham Junction, to be manager in 
succession to Mr. K. W. Goode; Kingsway: Mr. J. G. Kellas, of Deptford, to be manager on 
retirement of Mr. C. M. Monks; Mile End: Mr. W. A. James, of Brixton Road branch, to be 
manager in succession to Mr. W. M. Long; Monument: Mr. L. A. H. Clasby, from Winchester 
House branch, to be manager on retirement of Mr. G. E. Macdonald; Tottenham Court Road: 
Mr. C. W. James, to be manager on retirement of Mr. E. G. Blackmore; Winchester House: Mr. 
J. B. Fuller, from Cannon Street, to be assistant manager in succession to Mr. L. A. H. Clasby. 
Birmingham, Witton: Mr. K. R. Clare to be manager of this branch, formerly under the same 
management as Six Ways branch, Birmingham. 

National Provincial Bank—New York Office: Mr. H. S. J. Lewis to be representative in New 
York on retirement of Mr. W. J. H. Hyner. Barking: Mr. E. J. Thompson, from Woodford, 
to be manager. Builth Wells: Mr. D. W. James, from Ammanford, to be manager on retirement 
of Mr. J. H. Davies. Cardiff: Mr. F. L. Clarke, from Leeds, to be manager on retirement of 
Mr. I. J. Jones. Gosport: Mr. L. W. Dove-Dixon, from Bitterne Park, Southampton, to be 
manager. Horsham: Mr. E. Williams-Gardner, from Abingdon, to be manager. Markets, Leeds: 
Mr. R. J. Philips, from Leicester, to be manager. 

Royal Bank of Scotland—Edinburgh, Gorgie: Mr. Alexander Kinloch Allan, from Edinburgh, to 
be manager on retirement of Mr. H. C. Guthrie. Lockerbie: Mr. William Kerr Dyer, to be joint 
manager with the remaining joint manager, Mr. David Cormack, on retirement of Mr. A. A. Imrie. 
Westminster Bank—Head Office: Mr. G. H. Loxton, an inspector of branches, to be an assistant 
staff controller; Mr. N. J. Chambers, from Gravesend, to be an inspector of branches; Mr. G. J. 
Blaker, from Rood Lane, to be an inspector of branches; Mr. S. A. Ridge, from Lewisham, to be an 
inspector of branches; Mr. E. B. Overbury, from Newington Butts, to be an inspector of branches; 
London—Berners Street: Mr. E. R. Faux, from Chiswick, to be manager on retirement of Mr. 
]. H. Carse; Westminster: Mr. R. H. Childs, from Ealing, to be manager on retirement of Mr. W. B. 
Jenkins; Chiswick: Mr. C. B. Richardson, from Catford, to be manager; Ealing: Mr. W. H. Pett 
to be manager; Ealing: Mr. J. Ward, from Wembley, to be manager on retirement of Mr. B. C. 
Hart; Lewisham: Mr.H.L. Hall, from Threadneedle Street, to be manager. Bishop’s Stortford: Mr. 
I. R. Dawe, from Gerrard’s Cross, to be manager. Catford : Mr. L. R. Cracknell, from Chancery Lane 
and Holborn, to be manager. Chelmsford : Mr. J. T. Comber, from Bishop’s Stortford, to be manager 
on retirement of Mr. H. V. Berthelot. Exeter: Mr. H. C. Evett, from Tiverton, to be manager. 
Institute of Bankers—Mr. Henry Eason, formerly assistant secretary, to be deputy secretary; 
Mr. L. F. Nelson and Mr. G. H. Dix to be assistant secretaries. 
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Banking Statistics 


Trend of *“ Risk ’’ Assets 


(Figures in italics show percentages of gross deposits) 



































Actual {mns. émns. 
Change on Change 
I95I 1954 1955 latest on 
Oct. Nov. Dec. Dec. month year 
Barclays: 
Advances = a ga 308.5 71.0 388.5 358.3 — 20.5 — 30.5 
. a - - - 29.2 29.3 27.0 25.8 
Investments .. na 5 316.4 425.7 513.2 447.1 - 8.9 — 66.1% 
, ar 25.0 33.6 35.6 2.2 
Lloyds: 
Advances a is - 345.2 351.1 313.3 323.3 —10.2 + 10.0 
, oF at ” ot 30.2 30.7 25.1 297.2 
Investments .. “se én 279.6 371.2 428.4 391.8 —- 1.2 —- 36.6 
/o +* 24-4 2.5 34-4 2.9 
Midland: 
Advances Ys - 24 393-3 397.1 398.1 385.6 —15.0 ~ 12.5 ; 
“ - - 29.6 30.1 26.7 26.4 : 
Investments .. - xd 329.4 433.8 489.9 462.3 —- 27.6 
% os 7 - - 24.9 2.8 2.9 31.6 
National Provincial: 
Advances a ns ea 290.3 298.1 249.9 265.2 —- 6.3 + 15.3 
, i ai 35-4 37.2 27.5 31.8 
Investments .. - a 165.9 230.9 285.6 220.2 — 5.8 — 65.4 
Te ae 20.2 28.8 31.4 26.4 
Westminster : 
Advances - ca 53 248.6 249.5 269.9 252.1 + 0.6 17.5 
, sa 5% + 31.2 31.6 29.5 29.6 
Investments .. i i 209.4 2063.6 310.3 249.3 — 8.1 - 61.06 
, ee soi - is 26.3 33-4 33-9 29.3 
District: } 
Advances ‘s ee iv 60.1 62.6 65.9 67.0 + 0.7 + I. : 
, Fe 7 - ~ 25.6 26.6 25.8 27.5 E 
Investments .. na - 71.5 91.6 97.8 69.8 —- 0.8 — 28.0 ; 
, er os - i. 30.5 38.9 32.6 28 .6 E 
Martins: | 
Advances ae ad mi 89.6 Q1.4 90.4 $8.8 —- 6.8 - 7.6 
, 27 - i ‘a 29.1 29.3 29.1 28.6 } 
Investments .. - ie 78.6 102.8 109.9 84.6 —- 2.8 - 25.1% 
y ae is ~ - 25.5 33.0 33.1 27.2 
Eleven Clearing Banks: | 
Advances -« - .. 1,897.0 1,925.2 1,897.3 1,850.9 — 62. - 460.4 
es - - si 30.6 31.1 27.3 28.0 
Investments... os -. 1,555-2 2,032.7 2,352.8 2,015.1 — 23.0 — 337-7 
és s = ee 25.1 32.9 33-9 30.5 ? 
Trend of Bank Liquidity 
1951 1952 1954 1955 
Oct.t Nov. Apr. Nov. Dec. Jan. Mar. Apr. Sept. Oct. Nov. Dec. 
Liquid Assets:* % % % % % % % % % % % % 
Barclays -- 40.0 32.8 31.6 34.0 33.3 34.1 28.8 30.4 34.7 36.3 36.2 37.% 
Lloyds -- 40.0 32.8 31.3 34.1 34.2 35.1 31.1 32.0 33.2 33-4 34-2 34-4 | 
Midland .- 40.2 32.8 32.2 35.7 36.4 35-4 30.1 29.9 31.9 32.2 35.0 38.2 
National Prov. 39.4 30.6 31.1 35.6 37.2 38.2 30.7 31.1 35.8 33.6 35.0 38.6 
Westminster 36.7 30.4 30.9 33-3 32.2 32.6 29.7 29.5 32.0 2.6 24.3 9.3 
District -- 38.0 30.5 29.5 33.2 32.2 31.3 31.5 31-7 33-7 34-9 39.3 39.9 
Martins .. 39.8 33.2 34.3 31-3 33-2 30.9 28.5 29.2 34.6 35.6 35.1 39.8 
All Clearing | 
Banks... 39.0 32.0 31.6 34.2 34.3 34.4 31.3 29.9 33.5 33.8 35.0 37.4 
* Cash, call money and bills. + Eve of ‘‘ new ”’ monetary policy. | 

















BANKING STATISTICS 








Averages 

of Months: 

192I we 

1922 

1923 

1924 

1925 

1926 

‘ 1927 

| 1928 
1929 

1930 

, 1931 
1932 
1933 
1934 
1935 

} 1936 

1936 





1937 
1938 
1939 
1940 
194I 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
’ 1949 
5 1950 
I95I 
1952 
1953 
1954 
1951: 
. Oct.t 
Nov.t 
1954: 
Oct. 
1955: 
Oct. 
Nov. 
Dec. 





* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after 


Banking Trends over Thirty Years* 


Net 
Deposits 
£mn. 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
I,71I 
1,745 
1,751 
1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 
2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,55! 
4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 


5,981 
5,973 


6,375 
6,125 


6,112 
6,201 





policy and the first special funding operation. 


Treasury Bills: 
Tender .. 
Tap 





2 Ways and Means Advances: 
sank of England : 
Public Departments .. 


Liquid Assets 
Actual Ratio 
£mn. % 

680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584. 33 
568 32 
596 33 
560 32 

611 34 

668 34 

576 31 

623 31 

692 32 

713 32 

683 30 

672 30 

648 29 

785 31 

676 23 

712 22 

723 20 

788 19 

886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,423 39.1 
1,981 32.0 
2,205 34-3 
2,157 33-5 
2,241 35.0 
2,472 37-4 








Jan. 22, 


£m. 


3310.0 
1662.7 





5235-0 





3520.0 
2061.7 





5828.5 





Floating Debt 
Dec. 31, 
1955 1950 
£m. ém. 


Jan. 7, 


249.7 


246.8 


3500.0 
2023.7 


5773-4 








the launching of the 


Jan. 14, 
1950 
£m. 


254.8 


3430.0 
2007.3 





5692.1 








“‘ Risk ”’ Assets 
Invest- Combined 
T.D.R.s ments Advances’ Ratio 
£mn. £mn. % 
— 325 833 64 
owes 391 750 64 
~—e 356 761 67 
ss 341 808 69 
— 286 856 69 
= 265 892 70 
— 254 928 69 
_ 254 948 68 
ses 257 99g! 69 
-— 258 963 68 
~— 301 919 69 
— 348 844 67 
—_ 537 759 66 
se 560 753 7° 
— 615 769 69 
-— 614 839 68 
—- 643 865 68 
ane 652 954 7° 
—_ 637 976 71 
— 608 9gI 71 
73 666 955 65 
495 894 858 59 
642 1,069 797 57 
1,002 1,147 747 52 
1,387 1,165 750 46 
1,811 1,156 768 41 
1,492 1,345 888 44 
1,308 1,474 1,107 46 
1,284 1,479 I,320 47 
983 1,505 1,440 49 
430 1,505 1,603 52 
247 1,624 1,822 56 
—— 1,983 1,838 62 
= 2,163 1,731 62 
_- 2,321 1,804 64 
177 1,555 1,897 55-7 
108 2,033 1,925 64.0 
~~ 2,304 1,824 63.4 
~= 2,086 1,965 63.5 
— 2,038 1,914 61.7 
— 2,016 1,851 58.5 


“new ”’ monetary 
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National Savings 
(£ millions) 


Change 
Savings in Total Total 
Certi- Defence Savings Total Accrued Defence Remain- Remain- 
ficates Bonds Banks Small Interest Bond ing ing 
(net) (net) (net) (net) Maturity Invested* Invested 
1948-49 .. — 6.6 - 6.4 +39.8 +26.8 102.8 —52.1 +59.5 6101.9 
1949-50 .. —23.4 — 18.6 — 29.7 —-71.7 1100.8 — 0.G +24.2 6126.7 
1950-51 .. — 5-5 — 20.7 — 64.7 —90.9 95-3 — + 4.1 6130.8 
1951-52 .. +19.8 —14.7 —- 90.3 — 85.2 94.1 —42.6 — 36.5 6094.3 
1952-53 -.- +20.8 —I1.3 —-131.6 -I122.I1 88.3 —45.5 — 73.4 6020.9 
1953-54 -- +19.0 + 0.3 —- 79.3 — 60.0 88.6 —38.4 —12.2 6008 .7 
1954-55 -- +45.8 +50.0 —35.-5 +89.5 89.4 16.0 -+120.8 6126.2 
1954-55 
April-Nov. +19.3 +16.3 —-14.4 +22.3 56.6 ~19.4 +59.0 6069.0 
December.. + 5.4 + 9.0 — 37.9 — 23.5 6.4 — 0.9 - 18.0 6051.0 
1955-56 
April-Nov. +12.5 +50.3 — 37.7 —15.4 50.4 —28.0 + 6.0 6131.0 
December.. + 0. + 6.6 — 50.6 ~ 43.9 7.2 —- 8.1 — 44.8 6086. 2 


*After taking account of net sales through the Post Office Savings Banks of Government 
securities other than defence bonds. 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 


























Surplus (+) or Deficit (-) Financed by: 
Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 - — — — — 908 — +1123 + 220 2696 
1947 “ - — — —- 4131 — +3513 — 618 2079 
1948 - ¥e — -—- —1710 682 + 805 — 223 1856 
1949 - ‘ = = — 1532 1196 + 168 — 168 1688 
1950 - . = Be +-791 + 805 762 + 45 +1612 3300 
1951 - .. -II2 — 876 — 988 199 — 176 — 965 2335 
1952 5 .. —276 — 460 — 736 428 — 181 — 489 1846 
1953 - .. $113 +- 433 + 546 307 — 181 + 672 2518 
1954 ae -» + 85 +407 + 492 152 — 400 + 244 2762 
1955 - .. —169 — 406 — 575 114 — 181 — 642 2120 
1954: 
 « o + 5 +102 + 107 60 — + 167 2685 
. ae is ee Se +253 + 314 18 — + 332 3017 
es 2 + 3 + 57 + 60 35 — 211 — 116 2901 
oe es -. + 16 —- 13 +- 3 39 — 181 — 139 2762 
1955: 
Slee a ae — 143 — 144 49 —- —- 95 2667 
a” 4s -. + 56 — 88 — 32 45 — + 13 2680 
III in .. 105 — 240 — 345 10 os — 335 2345 
October - .. — 80 + 29 —- 51 3 + —- 48 2297 
November .. a + 16 —- 16 2 = —- 14 2283 
December .. ie ae + 20 + 13 4 — 181 — 163 2120 
IV - ». -II9 +- 65 —- 54 10 — 181 — 225 2120 


































* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 

7 Comprising a “ repurchase ”’ of sterling from the International Monetary Fund in August ; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 





SEE PICT Bes to 5? 
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THE NATIONAL BANK 


OF KUWAIT LTD. 


ESTABLISHED 1952 


Under Charter granted by H.H. Shaikh Sir Abdulla Al Salim Al Subah, K.C.M.G., C.1.E. 
Ruler of Kuwait 


BALANCE SHEET as at 3lst DECEMBER, 1955 


LIABILITIES 


Indian Rupees 


ASSETS 


Indian Rupees 








Capital, Authorised, Issue Cash and Balances with Banks 88,321,084 
and Paid Up we .. 13,100,000 British Government Treasury 

General Reserve +r 2,600,000 Bills. . re - ‘ 86,178,450 
Current, Deposit and Other British and Other Govern- 
Accounts (including pro- ment Securities (at under 

visions for contingencies)... 231,928,312 market value as at 31.12.55) 10,127,110 
Dividend Payable : 1,048,000 Advances to Customers, Bills 
Profit and Loss Account Discounted and Other Ac- 

Balance... ae oa 319,660 counts sf - .. 63,729,328 
Confirmed Credits and Guar- Land and_ Buildings, less 

antees on behalf of Cus- amounts written off “J 640,000 
tomers, as per contra 41,693,806 Liability of Customers for 
Confirmed Credits and 

Guarantees, aspercontra.. 41,693,806 

290,689,778 290,689,778 


A. E. MEDLYCOTT 
General Manager 


KHALED ZAID ALKHALED AHMED SAOUD ALKHALED 
Chairman Deputy Chairman 


We have verified the Assets and Liabilities of THE NATIONAL BANK OF KuwalrT LTD., 
as set forth in the above Balance Sheet. In our opinion such Balance Sheet is properly 
drawn up so as to exhibit a true and correct view of the state of the Bank’s affairs as at the 
31st December, 1955, according to the best of our information and the explanations given 
to us and as shown by the books of the Bank. 





Kuwait 
January 1956 


WHINNEY, MURRAY & CO., Chartered Accountants 


Auditors 


PROFIT AND LOSS ACCOUNT 
FoR THE YEAR ENDED 31ST DECEMBER, 1955 
Indian Rupees 


Transferred to General Re- 





Indian Rupees 


Profit after charging all ex- 





serve - - - 1,000,000 penses, making provisions 
Provision for payment of di- for contingencies and writ- 
vidend of 8% wa - 1,048,000 ing down Assets .. 2,159,672 
Balance Carried Forward 319,660 Balance brought forward 
from last year a 207,988 
2,367,660 2,367,660 


London Correspondents: 
Midland Bank Limited 
Eastern Bank Limited 
Chase - Manhattan Bank 
Lloyds Bank Limited 


New York Correspondents: 
Irving Trust Company 
Chase - Manhattan Bank 
Bank of America 





Correspondents in all principal countries 





A COMPLETE BANKING SERVICE FOR TRANSACTIONS WITH KUWAIT 
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Anthony William Tuke, Chairman 


BARCLAYS BANK LIMITED 


Sir Frederick Cecil Ellerton, Deputy Chairman 


Cuthbert Fitzherbert, 


Anthony Charles Barnes, D.S.0., 0.B.E., Vice-Chairmen 


General Managers : 


R. G. Thornton, J. D. Cowen, E. Brimelow 


General Manager (Staff): A. G. Boyd 


Statement of Accounts, 31st December, 1955 


LIABILITIES 


Current, Deposit and other Accounts..................... 


Acceptances, Guarantees, Indemnities, etc., for 
IE GE IIR. onc csccnccicccccscssscccsesccse. 


PN a iccccsesccsnsssssecisscasnscsncsserpeseciosens 


aii 


ASSETS 


Cash in hand and with the Bank of England ......... 


Balances with other British Banks and Cheques 
in course of collection .....................ccceeceeeeee 


Money at Call and Short Notice ...................06...065 
SPST. scnsnncscrcrecsctnecsnnssersasnuindecasseeess 
IED. schtnictaiscnvsseeccceiesdsaressansaecasaneneossans 


Investments in Subsidiaries :— 
The British Linen Bank .......................02....- 
Barclays Bank D.C.0. ..........ccccccoscsosssscssesces 
SN ies ccccansnibniaidieesioeeaien 
ee Fe IID csvisicinsinnsncccdccdcccsecccescscces 
Bank Premises and adjoining Properties ............... 


Customers’ Liability for Acceptances, Guarantees, 
EE EE OE EE TT ET 


HEAD OFFICE: 
54 LOMBARD STREET, LONDON, E.C.3 


£ 
1,390,036,409 


46,395,779 
22,914,703 
17,750,000 


118,334,383 


70,223,508 
111,818,000 
296,481,368 
447,145,207 
358,307,384 


3,728,558 
8,790,236 
1,332,254 
3,169,676 
11,370,538 


46,395,779 
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BARCLAYS BANK LIMITED 








A Favourable Overall Result 





Liquidity Ratio Well Maintained 





Mr. A. W. Tuke on Effect of Credit Squeeze 





HE Annual General Meeting for the year 
1956 of the Stockholders will be held at 
the Head Office of the Bank, 54 Lombard 
Street, London, E.C.3, on Thursday, 9th 
February, 1956. 


Capital Issued /£22,914,703: Reserve Fund 


£17,750,000. 


Current Deposit and other Accounts 
£1,390,036,409 (1954—£1,439,930,557). 


Advances £358,307,384 (1954—£388,808,982). 


Investments £447,145,207 (1954— 
£511,220,779). 


Net Profit £2,645,381 (1954—£2,549,399). 


The following is an extract from the state- 
ment of the Chairman, Mr. Anthony William 
Tuke, circulated to the Stockholders:— 


Profits in 1955 


The profits of the Bank are slightly higher 
on balance than a year ago, and the Board are 
recommending the same dividends as for 1954. 
Our profits have been affected by the increase 
in the price of money during 1955, but whilst 
this may be expected to produce increased 
gross profits, it reflects an unbalanced economy 
and tends to bring awkward problems in its 
train. The active steps which we had to take 
to reduce our advances have inevitably 
reduced our profit-earning capacity. They 
did not, however, begin to take effect until the 
second half of the year, and as the influence of 
dearer money began to operate early in the 
year, and as rather less provision has to be 
made for tax, the net outcome is rather more 
favourable than last year. This result has been 
achieved in spite of the fact that there has 
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been a heavy increase in our expenses due to an 
extensive reorganisation of our salary structure 
which we undertook early in the year. The 
Board were satisfied that this was a proper 
step for them to take in justice to the legitimate 
needs of the staff, and the resultant increases, 
together with the consequential pension 
provision, would have been much more notice- 
able in our accounts if they had not occurred 
in a year when gross income happened to be 
abnormally buoyant. 


Balance Sheet Figures 


Turning to the Balance Sheet, I must first 
call attention to the reference in the Directors’ 
Report to the small addition to our issued 
capital in the form of Staff stock. Stockholders 
will be aware that many years ago we instituted 
a scheme of issuing a limited number of shares 
on special terms to members of our staff. For 
some time past the demand has exceeded the 
available supply and although it is not possible 
to deal with the problem comprehensively we 
have been glad to take advantage of the 
statutory exemption relating to new issues of 
capital of £50,000 or less to make a further 
offer of Staff shares of an amount which will be 
almost sufficient to dispose of the existing 
waiting list. The effect of this issue does not 
appear in the Balance Sheet which is now 
submitted to the Stockholders because the 
new capital had not been allotted by 31st 
December last, but future Statements of our 
Accounts will show the effect of this operation. 


Our Deposits at the year end are lower by 
nearly {50,000,000 than a year earlier. On 
the average throughout the year they have 
been maintained at figures slightly in excess of 
the corresponding average for 1954, and in this 
respect we seem to have been rather more 














fortunate than the general run of the Clearing 
Banks. We have been able to maintain our 
liquidity ratio without undue inconvenience. 
We built up our ratio to 37.87 per cent. by the 
end of the year, and have thus prepared our- 
selves to face the contraction in deposits and 
bank cash which always occurs in the first three 
months of the year, and which, in spite of the 
reduction in the standard rate of income tax, 
is likely to be severe this time because of the 
buoyant profits of industry and commerce. 
We shall not, however, be able to look with 
favour, in present conditions, on proposals by 
customers to borrow additional money to 
meet these obligations. 


Our Investments show a marked fall on the 
year, as a direct consequence of the contraction 
of credit. When the squeeze began to develop 
in the early part of the year we sold a consider- 
able block of our shortest dated investments, 
which would by this time have been redeemed 
in any case. We have also taken advantage 
of the conditions prevailing to carry out 
certain exchanges designed to improve the 
balance of our portfolio, without increasing 
its average maturity. As is well known, there 
has been a heavy fall during the past year in 
the market quotations for securities of the 
class which we hold, but we regard this as of 
passing interest only and, as on former occa- 
sions, we do not think it necessary to immobilise 
inner reserves by making any further specific 
provision against it. 


Our Advances, in spite of the reduction in 
the last few months, show a _ substantial 
increase on the average of the monthly figures 
as compared with 1954, and the average yield 
is probably about tos. per cent. higher. This 
has helped to offset a reduced income from our 
Investments at their lower level, but with 
Advances now showing a downward trend we 
cannot expect to be so fortunate in this 
respect in 1956. 


Amalgamation in Canada 


There has been during the year an important 
development of our interests in Canada. 
Stockholders will be aware that in 1929 we 
obtained a charter from the Canadian Govern- 
ment to open a bank in that country, to be 
known as Barclays Bank (Canada), and to be 
owned jointly by Barclays Bank Limited and 
Barclays Bank D.C.O. This bank has made 
steady progress during the quarter of a century 
which has elapsed since it started. While 
it is never easy for a new bank, starting from 
scratch, to make headway, Barclays Bank 
(Canada), after the first few years, has con- 
sistently made profits notwithstanding the 
heavy cost of opening new branches from time 
to time, but it has not been possible to open 
branches quickly enough to offer the full 
banking service throughout Canada which our 
customers in this country and _ elsewhere 
require. This has been partly due to war 
conditions and also to the dollar shortage which 
has remained with us ever since the outbreak of 
In these circumstances, we decided to 


war. 
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seek an alliance with an old established 
Canadian bank having a full branch system 
throughout the country, and we were fortunate 
in being able to come to satisfactory terms for 
an amalgamation with the Imperial Bank of 
Canada in which we had already acquired a 
considerable shareholding. This bank has a 
reputation which is second to none in Canada, 
and it has been making remarkable progress in 
recent years, thanks, I believe, to the quality 
of its services to its customers. In thus 
improving the service which we can offer to 
our customers we have greatly extended our 
investment in Canada and our hope of partici- 
pation in the growth of its industrial and 
commercial prosperity. We shall also be able 
to offer to the customers of the Imperial Bank 
the full services of our own organisation not 
only in this country but in the many territories 
overseas in which our group of banks is repre- 
sented. We look forward to the steady develop- 
ment of this partnership to our mutual benefit. 
So far as our Balance Sheet is concerned, 
although our total shareholding in the Imperial 
Bank will represent a minority interest, the 
shares which we shall receive in exchange for 
our holding in Barclays Bank (Canada) will 
still appear as part of the item ‘‘ Other Sub- 
sidiaries ’’ as they will be, for convenience, held 
by an intervening subsidiary company regis- 
tered in Canada. There will thus be no change 
in the appearance of our Balance Sheet as a 
result of the amalgamation. 


Restrictions on Capital Expenditure 


Our Premises Account shows an increase on 
the year of £1,150,000, compared with £700,000 
a year ago. Since the restrictions on private 
building were removed we have concentrated 
our attention on making up the leeway in 
development, modernisation and redecoration 
which had accumulated during the war and 
during the sterile years which followed it. At 
first sight, however, it is rather surprising to 
find this considerable increase this year, seeing 
that in July last, in common with certain other 
banks, we decided, as our own contribution 
to the restriction of capital expenditure, to 
cut down or postpone all new projects for the 
rebuilding and extension and even the redecora- 
tion of our premises. There was, however, and 
there still remains much work in the pipe-line 
and the figures which I have quoted illustrate 
aptly the need to take decisions in good time 
when making changes in financial and monetary 
policy. On the other hand, if comparison is 
made between the 1954 and 1955 figures for 
outstanding contracts, it will be found that 
there is a reduction from £908,789 to £837,718, 
which shows that the action initiated in July 
last has begun to take effect. Thus the Bank 
is playing its own part in reducing the demand 
on labour and materials, as well as imposing 
on its customers restrictions to the same end, 
which are very distasteful to both parties. 


Copies of the Directors’ Report containing 
the full text of the Chairman’s Statement may be 
obtained from Barclays Bank Limited, Room 142, 
54 Lombard Street, London, E.C.3. 

















NATIONAL PROVINCIAL BANK LIMITED 


Measures to Combat Inflationary Spiral 


Government Expenditure a Heavy Burden on Country’s Economy 


Mr. D. J. Robarts on the Problem of Consumption Demand 


HE 123rd annual general meeting of 
[ Sational Provincial Bank Limited will be 

held on February 9 at the head office, 15, 
Bishopsgate, London, E.C.2. 

The following is an extract from the state- 
ment by the chairman (David John Robarts, 
Esq.) which has been circulated with the report 
and accounts for the year ended December 31, 
1955: 


Statement of Accounts 


The Balance Sheet and Accounts of the 
sank together with the Directors’ Report are 
before you. 

It will be seen that the liabilities of the Bank 
to its Current, Deposit and other Account 
holders have fallen during the year by 
£75,534,.859 to £833,789,551. This reduction 
results from the stricter monetary policy which 
has operated during the latter part of the year. 
It is not possible to predict an early end to the 
downward trend of our deposits so long as 
present financial conditions prevail. 

The total of our liquid assets—Cash, Money 
lent at Call and Short Notice, and Bills— 
represents 38.7 per cent. of our deposit liabili- 
ties. This compares with 37.2 per cent. twelve 
months ago. 

Investments in securities of, or guaranteed 
by, the British Government continue to be 
shown, despite the further substantial deprecia- 
tion that has occurred this year, at a figure 
which is below their market value. We are 
glad that so far we have not had to depart from 
our traditional practice in this respect. Never- 
theless, we hope that 1956 will see a recovery in 
gilt-edged prices because no institution, how- 
ever strong its reserves, can watch with equa- 
nimity the persistent depreciation in the value 
of Government securities. The Balance Sheet 
value of £218,348,760 gives a ratio of 26.2 per 
cent. to Deposits as against 30.8 per cent. last 
vear. We hold no undated Government securi- 
ties and the majority of our holdings mature 
within 10 years. 

Our Advances stand at £265,204,772 which 
represents 31.8 per cent. of our Deposits. The 
corresponding figures at 31st December, 1954, 
were {249,883,378 and 27.5 per cent. I deal at 
some length hereunder with this aspect of our 
business. 


Profit and Loss Account 


i'he account shows a net profit for the year 


xxx! 


of £1,882,139 compared with £1,827,044 for 
1954. 

Together with the amount brought in of 
£704,491, there is a balance for disposal of 


£2,586,630. An interim dividend of 9 per cent. 


has been paid, taking £490,559, leaving avail- 
able 42,096,071. 
It is now proposed to deal with this balance 
as follows: 
To pay a 
per cent. os 4 . 
To appropriate to Contingencies 


final dividend of 9 


£490,560 


Account és £1,000,000 
This will leave to be carried 
forward £605,511 


An Eventful Year 

The past year has been an eventful one for 
the United Kingdom in the field of national 
finance. The financial policy pursued by the 
Government dominates the activities of the 
whole banking industry of the United Kingdom. 

The most publicised feature of banking policy 
during the year has been the “ credit squeeze.” 

Movements in the gold and dollar reserves 
held in London are sensitive indicators of the 
financial health of this country. _ These reserves 
comprise the reserves not only of the United 
Kingdom but of all the countries of the sterling 
area. Since approximately half the world’s 
trade is based upon sterling, many complicated 
and varied forces play upon them—for example 
they are affected by policies adopted by the 
Governments of Australia or New Zealand and 
by the state of business in the United States. 

Nevertheless the trading position of the 
United Kingdom itself is the most important 
single influence upon the level of the reserves. 
Therefore if the position of the sterling area as a 
whole is to remain sound it is essential that the 
United Kingdom shall be strongly placed not 
only to maintain its own contribution to the 
reserves but to be able to perform its function 
of Banker to the other members of the sterling 
area. 

It is obvious that the ratio of the value of 
imports to that of exports, both visible and 
invisible, is of fundamental importance to the 
economy of the United Kingdom, based as it ts 
on world-wide trade. 

The adverse visible balance of trade for the 
year was £864 million, an increase of {265 
million over 1954. 

A large part of the increase in domesti 














demand for goods is due to the high purchasing 
power in the hands of the public. Industry is ex- 
periencing a period of expansion and profitable 
activity unequalled at any rate in this century. 
Wages and profits are high—over-full employ- 
ment has led to competition among employers 
for available labour. Wage claims have been 
pressed and fortified by the ability of industry to 
meet them in this time of prosperity. Claims 
have been met without the resistance by the 
employer side which harder times would bring. 
The high rate of home consumption has been 
reflected in adverse movements of the gold and 
dollar reserves. The sterling exchange became 
weaker; the red light was clearly visible: action 
by the central authorities was necessary if 
equilibrium was to be restored. 


‘** Credit Squeeze ”’ 


Bank rate was raised to 34 per cent. on 27th 
January, 1955, and again to 44 per cent. on 
24th February. Restrictions on hire purchase, 
which had been relaxed in July, 1954, were re- 
imposed and the banks were requested by Her 
Majesty's Government to adopt a more restric- 
tive policy towards advances, in particular 


those made to companies engaged in hire 
purchase. At the same time the Exchange 


Equalisation Fund was authorised to deal in 
transferable sterling—a move which has had 
important and beneficial results, albeit at the 
expense of our gold and dollar reserves, which 
continued to fall. By midsummer it became 
apparent that the steps taken earlier in the year 
were not adequate. Bank advances continued 
to rise and at the end of June our own figure of 
£300 million showed an increase of £50 million 
over that of 31st December, 1954. On 25th 
July, the Chancellor, through the medium of 
the Bank of England, requested the member 
banks of the British Bankers’ Association to 
bring about a ‘“‘positive and significant’”’ reduc- 
tion in their advances to their customers over 
the next few months. 

In carrying out the Chancellor’s request, the 
Bank has been presented with innumerable 
problems, both economic and human. 

To deprive our customers, whose welfare we 
have at heart and upon whose prosperity our 
own must depend, of the bank credit which 
they would normally and reasonably expect, 
can only be justified on the ground that credit 
restriction is at this time necessary to supple- 
ment other Government measures aimed at 
strengthening the country’s financial position. 

The measures which have been taken in the 
monetary field appear to be working in the 
right direction. The drain on our gold and 
dollar reserves is diminishing and the sterling 
exchange is firmer. It remains to be seen, 
however, whether they will be sufficient to 
place our economy on a solid and impregnable 
foundation. 


Government Expenditure 


Che domestic finances of this country are 
overshadowed by Government expenditure, 
the growth of which has far outrun the growth 
f bank credit. A disturbing feature, too, has 
been the growth of the National Debt, which 
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has risen by about £1,000 million in the past 
three financial years. 

In view of the figures which I have given, it 
is obvious that restrictions on bank credit can, 
at the best, have only a very limited effect on 
the whole field of national expenditure. Indeed, 
[ would go further and say that arbitrary con- 
trols and restrictions of bank credit are merely 
attempts to cover up the symptoms and cannot 
cure the disease of inflation. What is needed 
is to reduce the volume of the demand for credit 
which is linked up with high Government 
expenditure and excessive consumption on the 
part of the public. It is therefore misleading, in 
seeking to deal with the evils of inflation, to 
place the main emphasis on the need to reduce 
bank borrowings. 

Much of the inflationary pressure in the 
economy flows from the high rate of Govern- 
ment spending. The high policy of the Govern- 
ment in fields ranging from Defence to the 
National Health Service, and not forgetting 
the whole gamut of subsidies, needs a radical 
re-appraisal in the light of our present-day 
needs and capacities. 

Only major changes of policy can produce 
the necessary easing of the heavy burden upon 
our economy—a burden which could not be 
supported if a recession in trade were to occur. 


Thorny Problem of Consumption 


Demand 
There remains, however, the even more 
thorny problem of reducing consumption 
demand. 


The official statistics on National Income and 
Expenditure show clearly that the bulk of the 
consumption demand comes from the aggregate 
earnings of the lower-income groups and only 
irresponsible demagogues can pretend that the 
expenditure of the wealthy is the main trouble. 
A fresh round of wage increases is now in 
progress and one cannot but feel deep mis- 
givings as to their effect on our future balance 
of payments. 

An intensive campaign needs to be under- 
taken to explain the facts to the people and to 
convince them that increases of money wages, 
unaccompanied by increases in productivity, 
must have the effect of raising prices and the 
cost of living, and undermining the stability of 
our economy. Our insolvency is precarious and, 
as the events of last year have shown, at the 
mercy of strikes in key industries; and so long 
as the Government is not able to deal with this 
problem, confidence in our economy is not 
likely to be restored abroad. 

On this point, too, I can only express the 
hope that the Government will be able, with 
the co-operation of the T.U.C., to induce in 
organised labour a clearer realisation of the 
difficulties with which we, in this island, are 
faced in trying to maintain our standard of 
living. 

I have stressed these difficulties because I 
feel that it is a mistake to disguise them. At 
the same time, they are by no means un- 
manageable and if tackled firmly, by appro- 
priate measures, I am confident that they can 
be overcome. 
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AUSTRALIA AND NEW ZEALAND BANK 


Effect of Credit Restrictions 





Australia and New Zealand Bank Limited 
was held on January 11 in London. 

The Hon. Sir Geoffrey C. Gibbs, K.C.M.G. 

the chairman), in the course of his speech, 


said: 


ik fifth annual general meeting of the 


Australia 


[he rapid rate of national development, 
which has been such an important feature of 
the Australian economy in the post-war years, 
continued during the year under review. This 
development involves heavy investment in 
public works, such as the Snowy Mountains 
power and irrigation project, and the Eildon 
weir in Victoria, as well as private expenditure 
on large-scale housing construction and major 
industrial developments which have _ taken 
place throughout the Commonwealth. 

The tightening of import controls has em- 
phasized the importance of the balance of pay- 
ments, which has deteriorated seriously during 
the last three years. For many decades fluctua- 
tions in the balance of payments have been a 
feature of the Australian economy, with its 
dependence on export proceeds and seasonal 
conditions. It is disturbing to reflect that 
instability in the balance of payments remains 
a serious economic problem despite the rapid 
development of Australia’s manufacturing in- 
dustries during the post-war vears. 

A.N.Z. Bank’s Index of Australian Factory 
Production has shown a strong upward move- 
ment in recent years, having risen nearly 40 
per cent. between the base year 1948-49 and 
1954-55. The Engineering Group, in which 
production volume has risen by more than half 
in that period, is the most heavily weighted in 
the Index, while the Chemical and Allied 
Industries have shown a similar expansion. 
On the other hand, Australia’s Food Industries 
and the Clothing and Textile Group have 
recorded only 17 per cent. increases since 
1943-49. 

New Zealand 

Buoyant expansion of investment and high 
levels of consumer expenditure in the past 
year have reflected the general prosperity and 
confidence which have been associated with 
New Zealand’s post-war growth of production 
and population. Pressure of demand reached 
new high levels in the period under review and 
close restraint upon credit became necessary to 
relieve strains upon local resources and over- 
seas reserves. 

In addition to bank credit restrictions, hire- 
purchase terms have been regulated to reduce 
the pressure of demand. Too great restriction 
of bank credit, however, can penalize those who 
do not have ready access to the capital market. 
Bank overdrafts is the traditional and most 
convenient source of finance for the smaller 
business men, farmers and others and adequate 
financial provision must be made for them in 
New Zealand’s rapidly developing economy to 
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preserve the normal pattern of business activity) 

Bank advances and discounts increased 
further in the year ended September, 1955, and 
at that date represented 67 per cent. of deposits. 
Deposits declined slightly because of the adverse 
balance of payments and a surplus in Govern- 
ment receipts. These factors are continuing to 
reduce banks’ cash. The necessity for amend- 
ment of the agreement which limits overdraft 
rates to the range 4-5 per cent. became more 
marked with the rise in market yields and the 
need to stem demand for advances. With 
Australia, New Zealand is in an exceptional 
position, in that the authorities have failed to 
take full advantage of the market mechanism 
of higher interest rates which has proved a 
useful anti-inflationary weapon in_ other 
countries. 

Accounts 


Turning now to the accounts, you will see 
that the difficulties in regard to credit con- 
ditions in Australia and New Zealand are 
reflected in our balance sheet at September 30 
1955. Reductions in comparison with the 1954 
figures of over £A4 millions in cash balances, 
nearly £A3 millions in money at call and short 
notice, fA2 millions in Treasury Bills and fA4 
millions in Investments, illustrate the fall in the 
trading banks’ cash resources, particularly if 
it is noted that the balance of our Special 
Account with the Commonwealth Bank of 
Australia has also fallen over the year, by nearly 
£A7} millions. Loans and Advances to 
customers, on the other hand, now stand at 
over {A212 millions, an increase over the year 
of about £A18} millions, and this despite our 
more restrictive lending policy. 

In contrast to this expansion in Advances, 
the item Current, Deposit and Other Accounts, 
at £A348 millions, is virtually unchanged in 
comparison with the 1954 figure. The strain 
on our liquidity has necessitated our borrowing 
from time to time from the Central Banks in 
both Australia and New Zealand (of course. 
against our own funds held by those institu- 
tions), and the existence of such a loan in 
Australia at the balance date is a factor in the 
increase of nearly £A5 millions in the item 
Balances due to other Banks, though con- 
tinued expansion in our overseas business 
accounts for the greater part of the increase 


Australia and New Zealand Savings Bank 
Limited 


As you know, your directors recently decided 
to take the necessary steps to enter the savings 
bank field. A wholly owned subsidiary com- 
pany has been registered to operate a savings 
bank under the name of Australia and New 
Zealand Savings Bank Limited. Authorized 
capital is {/Eng.5 millions, equivalent to 
£A6} millions, and paid-up capital initially is 
{Eng.800,000, equivalent to {A1 million. 

The report and accounts were adopted. 








MIDLAND BANK LIMITED 


Significant Trend of Bank Advances 


Measures to Overcome Britain’s Recurrent Difficulties 


Restrictive Monetary Policy Not Wholly Effective 


Lord Harlech on Lessons to be Learned from Post-War Experience 


HE One hundred and twentieth Annual 

General Meeting of Midland Bank Limited 

will be held on February 15 at the Head 
Othee, Poultry, London, E.C. 2. 


lhe following are extracts from the State 
ment by the Chairman, THE Rt. Hon. Lorp 
HARLECH, K.G., P.C., G.C.M.G., on the report 
of the directors and balance sheet for the vear 
to December 31, 1955: 


The Profit and Loss Account for 1955 shows 

rise in net profit, due mainly to the larger 
volume of advances over the year taken as a 
vhole and the higher level of interest rates, par- 
ticularly on short money and bills. Against 
idded gross revenue have had to be set the out- 
ome of a fresh, comprehensive review of 
salaries, undertaken during the vear, and the 
ettect of rising costs generally. We have not 
vet encountered any modification of the favour- 
able record in respect of bad and doubtful debts 
vhich has been maintained throughout the 
expansive post-war period, but we recognize 
the necessity of fortifying our position against a 
possible change in the climate of business 
Out of our net profit we have decided to 
allocate a larger amount than a vear ago to 
Inner reserves. 


‘rom time to time | have commented on the 
importance of the Overseas Branch, not only 
to eur own Bank, but as an auxiliary to the 
national effort in overseas trade and a leading 
constituent of the Citv of London as a world 
hnancial centre. Last yvear the turnover at 
the Branch increased markedly with the greater 


scope for exchange operations and the freer 
use of sterling in trade settlements. The 
growth of world trade is reflected in, among 
other things, the further enlargement of the 
volume of documentary bills handled at the 
Branch, and with gradually returning con- 
fidence the commercial bill is continuing to 
regain ground as a means of financing inter 

national trade. The number of individual pay- 
ments made through the Branch is now much 
bigger than before the war, and the growth of 
the number of ledger-entries has been dealt 
with smoothly and efficiently by the installation 
of most up-to-date machines. In addition to 
expansion arising from trade, a rapid increase 
has been noted in the volume and value of 
transactions to meet the needs of foreign travel 

The number of travellers’ cheques issued by this 
Bank in the course of a year now runs into 
millions, while the higher personal travel allow 

ance has led to a sharp increase in the amount 
of foreign currency notes handled by the 
Branch. In respect of both trade and travel, 
further modifications of the system of exchange 
control, along with simplification of procedure, 
have led to a welcome reduction in the volume 
of official forms which have to be largely pre- 
pared and handled by the Branch. The delega 

tion of responsibility from the Bank of Eng- 
land, which has contributed to this trend, places 
upon our personnel the duty of exercising 
judgment upon the facts, in the light of official 
directions, and this entails a high standard of 
insight and discretion 


During the year we have as usual enjoyed 
the privilege of receiving visits from leading 
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bankers in all parts of the world, and have 
undertaken to provide training facilities for 
young men from many of our correspondent 
banks. Valuable as these contacts are, however, 
we recognize the need to refresh our personal 
associations and keep ourselves informed at 
first hand by visits, on the part of our own 
officials, to various countries. Notable among 
the 1955 tours was that undertaken by our 
Chief General Manager, accompanied by the 
then Manager of our Overseas Branch, to 
several countries in the near and far east. 
Other areas visited included the United States, 
several European countries, and Australia and 
New Zealand. Everywhere our representatives 
received a most cordial welcome, and I feel 
sure that the visits contributed much to the 
unrivalled goodwill of the Midland Bank in the 
field of international banking. 


Among our affiliated companies, the Midland 
sank Executor and Trustee Company con- 
tinues to obtain a full share of the growing 
volume of estates for the administration of 
which corporate trustees are appointed. Thirty 
years ag» the Company employed no more than 
a handful of men; today it has a staff of well 
over 700 men and women, many of whom hold 
special qualifications for their work. Recently 
the thirtieth branch of the Company was 
opened at Plymouth; further extensions are 
planned; and where no branch of the Company 
itself exists its services are readily available 
through a branch of the Bank. This is a highly 
specialized business, and we are gratified to 
note its continued expansion. 


During the past year we have started a new 
service which has been widely welcomed—I 
refer to the introduction of the Midland Bank 
gift cheques, which have been extensively used, 
more particularly during the Christmas season. 


[ take this annual opportunity of con- 
gratulating once again the management and 
staff of each of our affiliated banks—the Belfast 
Banking Company and the Clydesdale and 
North of Scotland Bank—on their success in 
maintaining their fine records of service in their 
own important parts of this United Kingdom. 


Shareholders will be able, at the annual 
meeting, to express appreciation of the services 
of our management and staff. For myself, I 
would like to repeat here the words I used in a 
Christmas message published in the December 
issue of our staff magazine: ‘‘ Since its founda- 
tion in 1836, this Bank has through the years 
built a tradition of service which is now 
proudly maintained by a staff of over 17,000 
men and women working throughout the 
country. Iam glad to send my very best wishes 
to all those who by their loyalty and efficiency 
today continue to give the world-wide service 
of which the Midland Bank is most proud; and 
also to the pensioners of the Bank, who in 
the past have made their contribution to the 
heritage we now enjoy.” 


The Course of Bank Advances 
On this occasion the annual records of our 





business are of unusual interest. First, the 
course of bank advances through the year is 
much more significant than any comparison 
between our latest balance sheet figure and that 
for the end of 1954. The upward trend, which 
had lasted ever since the autumn of 1953, was 
brought to a turning-point in the summer of 
last year. The sharp rise in Bank rate, in two 
stages, early in that year took place in con- 
ditions of unusually severe seasonal stringency, 
and the pressure exerted by the authorities on 
the money market made it clear that the official 
intention was to restrict the supply of money 
along with an increase in its cost. The banks’ 
liquidity ratios were already near the presumed 
basic level of 30 per cent., and, although this 
figure is properly to be regarded only as a 
guide to banking policy and not as a minimum 
comparable in rigidity with the regular 8 per 
cent. cash ratio, most of the banks took steps 
to maintain their liquidity ratios by selling 
investments, thereby accepting realized losses 
on sale and contributing to the decline in mar- 
ket values of gilt-edged securities, particularly 
those of shorter dates. 


This was the “normal ’”’ first stage in the 
working out of a restrictive monetary policy, 
since it emphasized and accentuated the all- 
round increase in the running cost of both long- 
and short-term borrowing. Nevertheless the 
demand for advances continued to rise. It 
became evident, however, that the banks were 
being forced, by pressure on the cash basis and 
on their liquidity, to take a less accom- 
modating attitude than hitherto towards ap- 
plications for new or increased advances. The 
fact that a change in the trend of advances was 
slow to appear was evidence, not so much of 
any inadequacy of response in the working 
out of monetary policy, as of the absence of 
marked over-expansion, through inflationary 
borrowing for speculative purposes or excessive 
building-up of stocks of goods in traders’ hands, 
against which orthodox measures had in past 
experience been directed. 


In July the pressure towards restriction was 
reinforced by the request on the part of the 
authorities that the banks should bring about 
‘“a positive and significant reduction in their 
advances over the next few months ’’. This was 
something new in monetary management. 
Hitherto official requests on credit policy had 
been qualitative, in terms of the purpose of 
the proposed borrowing; this one was quanti- 
tative. I would like to give some idea of the 
size and nature of the ‘‘ odious and disagreeable 
task ’’ or “‘ disagreeable but necessary exercise’”’ 
—to quote phrases used by the then Chancellor 
of the Exchequer himself—which was thus 
placed upon the banks. First, every one of the 
borrowing accounts with the Midland Bank 
had to be reviewed to see whether, and by 
how much, it could be reduced without im- 
peding the conduct of business within the 
officially approved categories and without ruth- 
lessly disrupting such processes as the orderly 
realization of the assets of a deceased estate to 
repay advances made to meet death duties. 
At the same time the flow of applications for 
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t the fact that our deposits on December 31st 


amounted to about £1460 millions testifies 


to the value that vast numbers of customers 
attach to our services, available through 


more than 2,100 branches. 
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new or increased advances had to be dealt with, 
in a similarly rigorous manner. 


The practicability of enforcing a “ positive 
ind significant reduction’ in advances was 
limited by their  size-distribution. Thus, 
though in May 1955 “ personal and pro- 
fessional’’ advances, for a great variety of 
quite reasonable purposes, made up little more 
than one-tenth of the aggregate amount of our 
advances, they comprised well over half the 
total number of our borrowing accounts. If 
we add the other two most numerous groups, 
of small retailers and those engaged in agricul- 
ture, we have an aggregate, in these groups 
alone, of roughly 150,000 accounts, on which 
the aggregate borrowing was only about one- 
quarter of the total advances. On _ purely 
personal accounts alone the amount outstand- 
ing worked out, on an average, at less than {250 
per account. Supposing—as is quite unthink- 
able—that every one of the 90,000 borrowers 
within this categorv had been forced to repay 
his debt to the Bank, and that no new advances 
at all of a similar sort had been granted, so 
drastic an operation would by itself have re- 
duced our total advances by only five per cent. 
The whole operation could have been nullified, 
in its effects on the total of advances, by 
increased needs on the part of a small number 
of large undertakings requiring added accom- 
modation for seasonal or export activity or 
some other commanding purpose like the fulfil- 
ment of defence orders. Meantime it could have 
created widespread and in many cases acute 
difficulty and much personal distress. 


It must be remembered, again, that for years 
past-—indeed, ever since early in the war—-the 
banks have been called upon to have regard to 
requirements of national policy, as defined by 
the Government of the day, in granting or 
withholding credit. Consequently, the scope for 
restriction on grounds of the purpose of the 
borrowing had already been severely limited. 
| can speak only for this Bank, but here it can 
be positively stated that there was very little 
room for squeezing out advances which had 
somehow slipped through rigorous scrutiny, or 
for forcing customers to contract their opera- 
tions, or for urging upon selected borrowers the 
need to raise finance in some other form than 
bank credit. 


Clearly, then, the ‘‘ squeeze’ had to be 
applied over a wide field, and everywhere with 
individual consideration. It is one thing to 
prescribe an overall cut, and to work towards 
some agreed percentage; it is an infinitely more 
dithcuit and invidious task so to apportion 
reductions, and here and there to allow actual 
increases, as to achieve the net result thus laid 
down. To do so with complete equity and 
without any damage to the legitimate processes 
of business would require superhuman powers. 
We have been able to do no more than our best. 


\gain, what is often overlooked is the fact 
that the great bulk of advances, making up the 
figure shown in our regular statements, consists 
of overdrafts, fluctuating according to day-to- 





day needs of customers within “ limits ’’ sanc- 
tioned by the Bank for a mutually-arranged 
period. Although a limit that is not being fully 
used may be substantially reduced, it by no 
means necessarily follows that the credit taken 
from day to day will be correspondingly cur- 
tailed; still less that the amount actually out- 
standing will show an equivalent reduction on 
a comparison of two dates on which, as it 
happens, we make up our accounts. As might 
be expected, our records show that—if we ex- 
clude the special reductions arranged with 
nationalized industries—the amount of credit 
nominally available to customers under over- 
draft limits has been reduced far more steeply 
than has the amount of outstanding overdrafts. 


Because of special factors operating at the 
end of each half-year, the reduction of £77m., 
or 16} per cent., shown by the advances item 
in our balance sheet as compared with the 
corresponding figure for June 30 is not an 
accurate measure of the contraction of borrow- 
ing that has in fact taken place. Furthermore, 
the reduction is largely due to the repayment 
of bank advances by gas and electricity boards 
out of the proceeds of public issues of stock. 
Allowing for these factors, the reduction in the 
remainder of our advances since July, when the 
Chancellor issued his request, can be put at 
about five or six per cent., and it appears to 
have been widely spread over categories and 
regions. In assessing the significance of this 
figure it can safely be assumed that but for the 
‘squeeze ’’ a further substantial increase in 
advances would have taken place. Moreover, 
the process of contraction has to go on, so that 
the downward trend may be expected to 
continue. 


The Problem of Paying our Way 

The monetary measures [ have described 
formed a part of the broad strategy worked out 
by the authorities in dealing with an un- 
favourable development on the United King- 
dom’s balance of payments. Difficulties of this 
kind have been recurrent since the war, reach- 
ing an acute stage in 1947, 1949 and 1951 and 
calling for action again in 1955. 


Anyone looking at the official estimates must 
be struck by the wide swings that have been 
recorded in the balance of payments, even since 
the drastic remedy of devaluation was adopted. 
In 1950 there was a substantial surplus on 
current transactions; in 1951 a large deficit; 
in 1952 to 1954 a considerable but diminishing 
surplus; and for 1955 is seems likely that bare 
equilibrium may have been achieved. When 
the items in the account are examined, the 
biggest single element of disturbance is found 
in marked variations in the volume of imports 
and in the prices of food and raw materials 
from overseas. Similarly wide swings are 
recorded in the balance of payments between 
the sterling area as a whole and the rest of the 
world including the dollar area; and these 
again reflect a demand for imports which from 
time to time has had to be restrained. 
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The record is disappointing, for it indicates 
that the basis of our international position is 
not yet strong enough to absorb the impact 
of such fluctuations in receipts and payments 
as are inseparable from our heavy dependence 
upon international trade. It might have been 
expected that by now—more than ten years 
after the end of the war—the position could 
have been built up to avoid periodical resort 
to special corrective measures. True, we have 
had to carry a burden of re-armament far larger 
than could have been foreseen. On the other 
hand, we have had the benefit of Marshall aid 
and defence assistance. Moreover, in the earlier 
years our opportunities in overseas markets 
were enlarged by the temporary prostration of 
formerly powerful competitors, while we have 
enjoyed throughout the preference afforded by 
sterling area controls over dollar expenditure. 


reat achieve- 
ments of our export industries. The expansion 
of Britain’s export trade to a volume of goods 
two-thirds larger than before the war is testi- 
mony to enterprise in the face of many diffi- 


I do not wish to belittle the 


culties. At the outset a growth of this magni- 
tude was seen to be necessary, as a bare mini- 
mum, in consequence of the change in the status 
of the United Kingdom “ from being the world’s 
greatest creditor to being the world’s greatest 
debtor ’”’ (as the Chancellor of the Exchequer 
put it). Even so marked an expansion has 
proved insufficient to take the strain of a full, 
unregulated United Kingdom demand for im- 
ports and the disturbances to which the 
balances of payments of other parts of the 
sterling area are susceptible. Nor are our gold 
and dollar reserves large enough, by themselves 
and on present figures, to meet the require- 
ments of full convertibility of sterling. Though 
much has been achieved, much remains to be 
done—and that in a world of progressively 
more intense competition. 





Recurrent balance of payments difficulties, 
and the measures taken to deal with them, 
are much more than a political nuisance; they 
are disturbing to the even flow of commerce 
and to the carrying out of plans for expansion 
of industry and trade. Further, they are 
damaging to the business reputation of the 
United Kingdom and to her status as a financial 
centre, which in the past has contributed much 
to our prosperity and progress. It is therefore 
important to ask ourselves, once again, what 
we can learn from post-war experience. In 
these days economic policy is shaped by a wide 
range of factors springing from the day-to-day 
decisions of consumers, workers, savers and 
investors, business men, public bodies and 
representative labour and other organizations. 
Responsibility for the course of affairs is thus 
shared in by all elements of industry and trade 
and is affected by political opinion in all 
sections of the community. 


Lessons of Experience 
The first lesson of experience springs from 
the great variety of measures taken to overcome 


.KVIII 





our balance of payments difficulties even before 
those with which we are now immediately con- 
cerned. Quite apart from the major adjustment 
through devaluation in 1949, they include direct 
import restrictions and stiffening of exchange 
controls, including limitations on travel allow- 
ances; temporary borrowing from the Inter- 
national Monetary Fund; rationing and re- 
peated changes in rates of purchase tax and 
similar imposts; hire purchase restrictions, 
‘“ qualitative ’’ credit control and cuts in capital 
expenditure; variations in profits tax and tax 
allowances on new fixed assets; and, in 1951-2, 
tighter and dearer money. The conclusion to 
be drawn from this record is obvious and yet 
easily forgotten, namely that no combination 
of measures so far tried has been lastingly 
efficacious. 












Some of these measures, as well as the 
monetary steps already described, were called 
into action again in 1955—-among them, tax 
deterrents to spending and distribution of divi- 
dends, restrictions on hire purchase credit, and 
measures designed to curtail capital expenditure 
by public authorities. There were signs in the 
autumn that the overseas trade figures were 
becoming somewhat more encouraging, but 
little evidence has yet appeared of any appreci- 
able contraction of the flow of spending in the 
home market. One cannot escape the con- 
clusion that the causes of the persistent malaise 
in the national economy lie deeper than 
monetary measures, alone or in conjunction 
with more direct controls, can penetrate. 


The second lesson is equally plain to see. 
It is that the purchasing power of the pound 
has not yet been brought finally under control, 
though the necessity of doing so has been a 
theme of almost every budget speech since the 
war. Indeed, the latest index number of 
retail prices, for November last, shows a rise of 
six per cent. over the preceding year. The 
decline in purchasing power is to some extent 
self-perpetuating, for it acts as a deterrent to 
Saving and thus tends to diminish the flow of 
funds available to finance the nation’s new 
capital expenditure. Judged by the trend of 
the buying power of the pound the United King- 
dom’s record in recent years compares un- 
favourably with those of other highly industrial- 
ised countries; and this unfavourable com- 
parison is particularly damaging for a country 
so dependent as ours is upon _ successful 
competition in overseas markets. For this 
purpose continuous improvements are called 
for in productivity and efficiency in distribu- 
tion, and here there are grounds for thinking 
that other countries, notably the United States 
and Western Germany, can show a more 
successful record than the United King- 
dom’s. 


The third lesson of experience is one that 
has long been familiar to all engaged in foreign 
trade and the business of foreign exchange 
markets. Yet it needs stating over and over 
again if right conclusions are to be drawn as to 




















the requirements of economic policy. It is 
that people outside the United Kingdom take 
a severely utilitarian view of the pound sterling, 
and in the long run are less and less impressed 
by any claim it may have to historic status. 
Traders and other people abroad who come 
into possession of sterling are much more con- 
cerned with its practical attributes. They 
judge its desirability by what can be done with 
it. They are interested in what it will buy, 
not only now, but in the future—and find it an 
unsatisfactory standard of value if the ultimate 
payment for what they buy is going to be 
enlarged by deferred delivery dates, escalator 
clauses, and the seller’s insistence on “ prices 
at date of delivery.’’ They ask themselves, too, 
whether the pound is a good thing to hold for 
value, and whether, if they keep it, it will 
assuredly be available for their free use at any 
time they may want it. They will form their 
own judgments on these questions by watching 
the course of events here, and will be left un- 
moved by any theoretical calculations as to 
whether the pound sterling is ‘‘ under-’”’ or 
‘ over-valued,’’ at current exchange rates, in 
terms of other currencies. It is a common- 
place that confidence in the pound sterling is 
vital to the welfare of this country; but con- 
fidence is not a quality that is in any way 
separable from the facts of the market-place; 
it grows or shrinks on the interpretation put 
upon facts, and the inferences drawn there- 
from,. by people outside the United King- 


dom. 


In the situation I have outlined it is not 
difficult to see what is required of us if Britain 
is to hold her own in world trade, and thereby 
in relative standards of living. A high rate of 
technological progress must be maintained, and 
this in turn calls for heavy new capital invest- 
ment and a full flow of voluntary saving. There 
must be ready adaptability to the varied and 
changing demands of overseas markets, par- 
ticularly those whose buying power is now 
rapidly increasing and becoming more widely 
distributed and selectively exercised. But 
the greatest effort and enterprise along these 
lines will be frustrated by the continuance of 
present uncertainties. It is essential so to 
arrange our affairs as to give proper assurance, 
both to our own exporting industries and to 
prospective buyers abroad, as to the future 
trend of costs and selling prices. ‘‘ Recent 
increases in industrial costs,’’ says an OEEC 
report, ‘could place certain British exports at 
a price disadvantage; in increasingly com- 
petitive conditions it is equally important that 
greater attention should be paid to questions of 
delivery dates, specifications and _ sales 
services,” 


Underlying Changes Required 
Thus on all grounds, whether our immediate 
concern be with home affairs or with main- 
taining national solvency in a competitive 
world, it is an indispensable requirement that 
any further decline in the purchasing power of 
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the pound be arrested. For this condition to be 
fulfilled, something more is necessary than good 
judgment and ingenuity in managing the 
monetary system. The record shows that 
monetary management cannot by itself main- 
tain both full employment and the purchasing 
power of the currency. If both are to be secured, 
important changes must take place in ideas and 
behaviour; without such changes, both are 
likely to prove unattainable. 


For one thing, we need to get rid of mis- 
conceptions about the meaning of “ full em- 
ployment,”’ now everywhere accepted as a 
major end of economic policy. Properly under- 
stood, it does not confer upon any individual 
an inalienable right to retain his present job 
for as long as he himself chooses and to move to 
another one just as he feels inclined. Nor, on 
the other hand, is it intended to keep open a 
free field for ‘‘ poaching’”’ of key employees, 
with all the waste and frictions that result 
from excessive staff turnover and the loading of 
costs with a variety of inducements and incen- 
tives. In practical terms, what should be aimed 
at has been well expressed in a document pre- 
pared by the Reserve Bank of New Zealand: 
namely, ‘‘ a situation where there is a jab for 
everyone who wants one, and a man or woman 
available to fill every job offering—with some 
transition between jobs. . . . In the interests of 
an efficient and effective economy it should be 
about as easy for an employer to fill his 
vacancies satisfactorily as it is for a disengaged 
person to find a suitable job.” 


A second, urgent and indeed vital need is to 
re-establish and maintain respect for the out- 
come of orderly negotiation—a revival, in 
other words, of personal responsibility ‘for the 
observance of collective agreements on terms of 
employment. Without this, business has to be 
carried on under constant threat of disruption 
and it becomes more and more difficult to 
break free from the upward spiral of costs and 
prices. This is equally true whether the em- 
ployer be a public authority or publicly-owned 
undertaking or whether it be a private enter- 
prise large or small. With the faithful ob- 
servance of agreements, no question would 
arise of any attempt at enforcement through 
legislation or of new machinery of adjudication, 
which indeed could do more harm than good. 
The means of stabilization must be found by 
way of shared conviction, mutual trust and 
self-disciplined conformity. On this ‘ground 
much is to be hoped for from the talks begun 
some months ago by the Prime Minister and 
the Minister of Labour with representative 
bodies in industry and trade. 


The basic facts are simple. As a nation we 
live by overseas trade: we can buy abroad 
what we like, up to the value of what we sell: 
and what we sell must depend upon our ability 
to deliver what the overseas customer wants, 
when and in the form that he wants it,,and at 
the price he is willing to pay after looking at 
other peoples’ shop-windows. 





Stewardship 





At the end of 1955 our Deposits amounted to 
£1,191 millions. Here are four of the chief ways 
in which we have employed these vast sums 
entrusted to our care :— 


Advanced to Trade, Industry, Agriculture and 
other borrowers : £308 millions 


Invested in British Government Securities, 
including Treasury Bills : £568 millions 


Held as Cash : £98 millions 
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Loaned at Call or short notice to the Money 
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LLOYDS BANK LIMITED 





Monetary Policy on Trial 





Sir Oliver Franks on. Credit Restriction 





The annual general meeting of Lloyds Bank 
Limited will be held on February 17 in London. 


The following are extracts from the State- 
ment by the Chairman, The Rt. Hon. Sir 
Oliver Franks, G.C.M.G., K.C.B., C.B.E., 
accompanying the report and accounts for the 
year 1955 :— 


The profit, at £2,322,439, 1s £136,367 higher 
than last year and we propose a dividend of 
12% per annum on the “ A” Shares, which is 
the equivalent—allowing for the capital 
operation carried out a year ago—of the 15% 
dividend paid for the year 1954. 


The increase in our earnings as a result of 
higher money rates has been offset to an appre- 
ciable extent by the increase in interest paid 
to depositors and by the further rise in operat- 
ing costs, which must be expected to continue 
in future years. The increases under the 
recent Budget in purchase tax, in postal and 
telephone charges, and in distributed profits 
tax are all additional imposts ; moreover, we 
must expect a heavy addition to local rates on 
our various offices as a result of the reassess- 
ments which will shortly become effective. 


jut the greatest increase in our expenses 
arises from the improvement in salary and wage 
scales, which took effect from the 1st January 
1955 and brought with it additionally a large 
increase in our already heavy commitments 
for the superannuation and other staff funds. 


British Government securities stand in our 
balance sheet at £342,117,328, being valued at 
or under cost and below redemption value. 
Their market value at 31st December 1955 
was £333,878,617, a difference of (8,238,711. 


We have made no transfer from reserves or 
profit and loss account to provide for this 
depreciation. All the securities are redeemable 
at fixed dates, the majority within 10 years, 
when any depreciation will be recovered. In 
the ordinary course of business the bulk of our 
investments are held permanently, and when, 
exceptionally, we need to reduce our portfolio 
we do so in the very short-dated stocks. 


Country’s Best Year 


In many ways, 1955 will go down on record 
is the best year in the history of this country. 
It was a year of peace. It was a year in which 
the general standard of living of the British 
people was higher than ever before. It was a 





year in which unemployment in Great Britain 
virtually disappeared. Peace, prosperity and 
full employment: these are things which 
matter profoundly to us all. The simple fact 
that in 1955 they were realised is evidence 
enough that for the majority of our country- 
men 1955 must count as a very good year 


indeed. 


It is not, unfortunately, the whole story. 
Very few of us were prevented from sharing in 
the general well-being by lack of work. Large 
sections of our people, on the other hand, were 
again robbed of that opportunity by inflation, 
which for many years past has taken the 
place of unemployment as the main evil 
afflicting our society. Moreover, while the 
national standard of living was higher than 
ever before, it was also higher than the nation 
could afford without imperilling its future. 
This danger manifested itself, as on previous 
occasion since the war, in the form of serious 
difficulties in the balance of payments. From 
the financial point of view, the year was 
therefore dominated by the Chancellor’s 
efforts, in which the banks were directly 
involved, to remedy this situation with the 
aid of monetary restraints. 


In our recent difficulties there were a number 
of special factors, such as the rail and dock 
strikes and the disappointing record of the coal 
industry. But the basic source of our troubles 
was familiar and unmistakable. It was the 
excessively high level of domestic demand. 


Evil of Inflation 


Quite apart from its implications for the 
balance of payments, continuing inflation is 
in any event a social evil of the first magnitude. 
It produces an arbitrary and haphazard redis- 
tribution of purchasing power, favouring those 
whose bargaining power is strong while expro- 
priating those whose incomes are fixed in terms 
of money, whose bargaining power is weak or 
who observe restraint in the exercise of the 
bargaining power they possess. It is the great 
enemy of thrift. It makes for easier profits 
from borrowed money ; it must defraud the 
saver who is the ultimate provider of the 
borrowed funds. It undermines the whole 
fabric of long-term contracts on which civilised 
economic life depends. 

To preserve the stability of the currency is 


thus a major object of policy in its own right. 
It should not be left to come about, if at all, 













merely as a by-product of measures designed 
primarily to correct an adverse balance of 
payments. Yet the post-war record shows 
that we have in fact given priority to other 
objectives. 


Fortunately, the recent performance of 
exports shows that our competitive position 
has not been seriously impaired. The reduction 
of inflationary pressure which is now in 
progress ought not only to restrain imports 
but also to give a fresh impetus to exports. 
There should be no doubt, therefore, about our 
ability to avoid a deficit in the balance of 
payments. But that is not enough. What we 
need is a positive surplus, considerable in 
amount ; and that we cannot hope to achieve 
if our costs continue to mount. 


Lessons from Past Events 


The so-called credit squeeze abruptly 
entered a new phase when the Chancellor of 
the Exchequer called upon the banks to effect 
‘‘a positive and significant reduction in their 
advances over the next few months’’. While 
this was clearly intended to expedite the work- 
ing of the monetary restraints, it was a rever- 
sion to the method of specific controls. We 
must admit, however, that by the middle of 
the year the Chancellor had very few courses 
open to him. 


Looking back over this series of events, the 
important thing is to be as clear as we can 
about the lessons we can draw from it as a 
guide to future policy. 


The first moral is surely the overwhelming 
importance of adequate exchange reserves. 
Had our reserves not been so near the danger 
level, we could have ignored a temporary loss 
of gold due to a running down of overseas 
holdings of sterling. Since 1951, the Conti- 
nental countries have accumulated some 
$5,000 millions of gold and dollars ; our own 
reserves have actually fallen and are indeed 
lower than in 1945, when prices were half 
their present level. 


The second is that a modest application of 
the normal restraints, if undertaken early, 
will often avoid the need for drastic expedients 
later on. Ability to act in good time may well 
make all the difference between success and 
failure when one is relying upon monetary 
policy to keep the economy on an even keel ; 
and in my view we can best achieve this by 
observing all the time certain basic rules of 
financial prudence. The third is the importance 
of keeping a tight rein upon the volume of 
bank deposits as one of the main determinants 
of the flow of spending. In other words, the 
authorities must keep a tight rein upon the 
supply of Treasury bills available to the bank- 
ing system. It is an abuse of the Treasury bill 
to treat it as the modern equivalent of the 
printing press. 
natural desire of 


One understands the 


Chancellors of the Exchequer and of Treasury 
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officials to borrow as cheaply as_ possible. 
Nevertheless, one cannot hope indefinitely to 
combine inflation with gilt-edged yields so low 
that, after tax, they do not even compensate 
holders for the depreciation in the value of 
money, much less offer a genuine return upon 
invested savings. Cheap money is a luxury 
that we can safely enjoy only after inflation 
has been mastered. 


Measure of Disinflation Achieved 


The true measure of the disinflation brought 
about since February is the decline of just on 
6 per cent. in bank deposits, leaving them no 
higher than in the middle of 1953. It is this 
decline in deposits—and therefore in the 
totality of bank assets—which is ultimately of 
importance, not the movement of the single 
asset, advances. This is not new doctrine ; 
it is all clearly set out in the Macmillan Report. 
It is a misconception to suppose that, because 
advances were still rising, there was no credit 
restriction during the period to June. Con- 
versely, a curtailment of advances would not 
spell credit restriction in the wider sense if it 
were to be offset by an increase in other bank 
assets. A policy directed only to the restriction 
of advances can never really be a substitute for 
a proper monetary policy. 


It would be premature to suggest that the 
disinflationary measures have as yet accom- 
plished their purpose. Undoubtedly, one 
nasty corner has been turned. The heavy gold 
losses of the third quarter have tapered off 
sharply, but we have not reached a point when 
we can be sure of steady progress and secure 
from all anxiety about the balance of pay- 
ments ; nor can we yet hope to achieve that 
substantial surplus which is one of our basic 
aims. 


Financially, the climate is very different 
from that of a year ago. Interest rates offer 
greater inducement to savers ; the business 
world no longer finds the ample profit margins 
of a year ago so easy to maintain, but we are 
still waiting for evidence that the policy of 
restraint has brought any significant diversion 
of effort from the home market to the export 
field. 


From one point of view the measures taken 
are experimental. Conditions to-day are in 
many respects very different from those in 
which monetary policy used to operate. From 
another point of view, it is all very familiar. 
The situation we faced a year ago was a work- 
ing model of the inflationary boom of the 
text-books. In a situation like this it pays to 
have regard to some old-fashioned beliefs, 
such as that excessive reliance on short-term 
borrowing by the Government is dangerous. 


A solution acceptable to us all, consonant 
with our developed views about the kind of 
society we want, is well within our power. 
The condition is that we have the will to 
choose and carry out the means which are 
necessary to the ends we acclaim. 
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WESTMINSTER BANK LIMITED 





Effects of Credit Restraint Policy 





Lord Aldenham’s Views 





HE Annual General Meeting of Westmins- 
T ter Bank Limited will be held on February 

15, at the Head Office, 41, Lothbury, Lon- 
don, E.C.2. In the course of his statement, 
which has been circulated to shareholders with 
the Report and Accounts, the Chairman, 
Lord Aldenham, said:— 

It is with deep regret that I refer to the 
death in April last of the Hon. Rupert E. 
Beckett, for twenty years Chairman of this 
bank. We miss his sturdy common sense and 
the knowledge he had gained from a lifetime 
in banking ; and, most of all, we miss a wise 
friend. 

Whilst our policy of branch extension has 
made satisfactory progress during the year, in 
the economic conditions obtaining we have not 
been able to proceed with all our plans in this 
sphere. However, we opened 17 new banking 
offices during 1955, bringing the total number 
to 1,147. Despite this expansion, and the 
continuance of the upward trend in the volume 
of our activities generally, we have made only 
modest demands upon the labour market. We 
attribute this very largely to the continuous 
and close study of organisation and methods, 
which has resulted in an increased use of 
mechanical and photographic aids, thus en- 
abling our staff to get through a greater amount 
of work per head. 

The principal factor in the continued growth 
of our overhead expenses during 1955 was the 
improvement in the remuneration of staff at 
all levels. Otherwise we have been able to keep 
the rise in our general expenses to a modest 
figure. 

You will see from the balance sheet the 
extent of the deficiency in the market value of 
our holdings of British Government securities. 
We have made substantial allocations to our 
Published and Inner Reserves, while at the 
same time maintaining our dividend on the 
“B” shares at 4s. per share. Since we had 
decided not to use Inner Reserves to write 
down the value of our investments, it seemed 
prudent to add {1 million to Published Reserve. 

The total of Current, Deposit and Other 
Accounts has fallen by nearly £65 million 
during 1955. Toa great extent this reflects the 
monetary and credit policies introduced by 
the Government. 


Fall in Advances 


The fall in Advances amounted to nearly {18 
million since December 1954; but a more 
significant reduction is to be found when 
comparing the balance-sheet figure for this 
item with that of June last. This shows that 
Advances have fallen by over £50 million 
during the six months. 

As regards Investments, we found it desir- 
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able to effect realisations and accept redemp- 
tions to the extent of over {60 million, mainly 
during the early part of the year. 

Our foreign business continues to expand. 
In mentioning this I must again pay tribute to 
the zeal of those among our Senior Officers 
who have undertaken extensive visits abroad 
during 1955 in the interests of the Bank. 

Our auxiliary, Westminster Foreign Bank 
Limited, continues to transact an increasing 
volume of business in France and Belgium, 
particularly in connection with the finance of 
imports and _ exports. 

Ulster Bank Limited, our subsidiary in 
Ireland, has had a satisfactory year and has 
shewn increased profits. 

At the end of each year we naturally think 
back on the two questions of whether or not 
we are nearer to peace, and whether or not we 
are nearer to economic stability in this country. 

Our hopes that we were at last beginning to 
see a better understanding between nations 
were disappointed in the closing months of 
1955, but I do not think that war has thereby 
been brought nearer. We are facing a new 
phase of the cold war, and it is likely to try 
our patience sorely. 


The Credit Squeeze 


The outstanding feature during 1955 for the 
banks and for every business in the country 
was the policy of credit restraint from February 
until July, and of actual credit squeeze since 
July, which still continues. It has been a most 
unpleasant policy both for our customers and 
for ourselves. But in the long run it pays all 
of us to see this country getting back to a 
sound position again, and one of the measures 
necessary to effect this was, and is, the credit 
squeeze. It should be emphasised that it is 
but one of the necessary measures. The banks 
therefore all agreed to accept the Government’s 
request that this restraint, and later this 
squeeze, should be enforced. and indeed our 
conventional liquidity ratios would soon have 
forced us to call a halt. 

The effect of the period of restraint, Feb- 
ruary-July, 1955, has been underestimated ; 
total advances rose considerably, but would 
certainly have risen much faster in the condi- 
tions then prevailing but for this restraint. 

The squeeze still continues, and in the period 
August-November total advances of the 
British Bankers’ Association fell by 10.6 per 
cent. Public Utility borrowing from the banks 
was brought down sharply by two funding 
operations, but the average fall in all other 
classes, though less in proportion, was “ posi- 
tive and significant ”’. 

I must record my thanks for the sympathetic 
understanding of our difficult position which 

















our customers have shewn to us during the 
squeeze ; this does great credit to their 
fair-mindedness in very irksome circumstances 
and great credit also to the way in which our 
branch managers have carried out this invidious 
task. 


Imports and Reserves 


A very important reason why we must 
restrain inflation is that it is necessary for this 
country to achieve a proper balance between 
imports and exports, and it would seem most 
desirable to continue the monetary measures 
designed to limit our power to buy non- 
essentials, rather than use tariffs or import 
quotas. 

With so many signs of apparent prosperity 
in the country, it may be asked why it should 
be necessary to apply any check. Perhaps the 
most convincing short answer is that in this 
one year, 1955, we used up more than one- 
fifth of the whole of our gold and dollar 
reserves. 

One of the most important factors contri- 
buting to this loss of reserves in 1955 was the 
increase in imports into this country. A part of 
these increased imports consisted of steel and 
other materials needed to ease the shortages 
caused by our efforts to improve our factories 
and their equipment without sacrificing any- 
thing else. These improvements will stand us 
in good stead in the future in an increasingly 
competitive world. 

For all our sakes we ought to insist that the 
modernisation and re-equipment of our fac- 
tories and of our agriculture should go on 
apace, but to insist also that it should be done 
out of some small immediate self-denial, and 
not at the expense of our reserves. 

The upward trend of personal savings has 
slowed down during 1955, in so far as the 
official figures for ‘‘ small savings’’ can be 
taken as a guide to the total; indeed during the 
last half of the year withdrawals from national 
savings exceeded new saving. The failure to 
save, from whatever cause it arises, throws 
away a powerful weapon by which the people 
could maintain the value of their own pound. 


Coal Situation 


A large contributing factor to our present 
difficulties has been the coal situation : fixed 
investment in improving our mines has con- 
tinued at the high rate of over £80 million per 
annum, yet much greater quantities of coal 
have had to be imported at high cost—probably 
#80 million worth, and much of it in dollars. 
In 1953 the nation was led to hope that the 
coal output lost through the introduction that 
year of an extra week’s paid holiday for mine- 
workers would be made up by better perfor- 
mance at other times; and again it was 
promised in January, 1954, that in return for 
higher wages 5 million tons more deep-mined 
coal would be raised ; and neither hope was 
fulfilled. 

None of us can apportion the blame for these 
two failures as between the National Coal 
Board and the National Union of Mineworkers, 
but meanwhile the nation suffers. The report 


of the Advisory Committee on the Organisation 
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of the Coal Industry presided over by Sir 
Alexander Fleck makes disquieting reading. 


Expansion of Exports 

During the past year our efforts to stimulate 
international trade have not been very suc- 
cessful. It is true that our exports to North 
America increased in spite of the restrictions 
of the ‘‘ Buy American ’’ Act, but our imports 
from that area increased a very great deal 
more. The same thing occurred in our trade 
with the European Payments Union countries : 
our exports increased, but our imports 
increased much more. 

We cannot be at all sure that the improve- 
ment in exports will continue at the same rate 
during 1956. Our programme of coal exports 
has had to be curtailed, thus inflicting damage 
on some of our good European customers. The 
economy of two other of our best customers, 
Australia and New Zealand, got out of balance, 
and their imports from us have had to be 
restricted. Moreover the competition for 
world export markets increased ; encouraging 
features of the year have been the growth in 
our production of steel and the rapid gain in 
export markets by our aircraft, by our chemi- 
cals, and by our machinery. 

We have much to learn from other countries 
on the problem of maintaining the value of our 
currency the percentage increases in the 
cost-of-living figures from the average of 1951 
to the average of the third quarter of 1955 
among some great trading nations have been: 
Western Germany, 2.1 per cent.; Canada, 2.8 
per cent.; United States, 3.0 per cent.; Hol- 
land, 7.0 per cent.; United Kingdom, 20.0 
per cent. These figures bring home to us all 
whither we are drifting. 

The cement industry has given a fine lead, 
and others have followed, in resisting the 
present-day tendency to pass on to the con- 
sumer any rises in wages and costs. Stiffer 
resistance by the consumers themselves to this 
tendency would have a doubly good effect in 
checking immediate’ personal consumption 
and in checking those rises. 






Wages and Profits 


A key problem of 1956 is whether wages and 
profits will rise faster than production. If they 
do, the price spiral will be given another twist, 
and we shall be in real danger of being unable 
to compete in export markets. 

We have been told on excellent authority 
that we may hope to double our standard of 
living within 25 years; but surely the immediate 
problem is so to increase our efficiency in all 
spheres of production that we can be sure of 
maintaining our present standards without 
raiding our exiguous reserves. In our hurry 
during 1955 to modernise our factories and to 
enjoy at the same time a higher standard 
of living, we have been brought face to face 
with the old proverb “‘ More haste, less speed’’, 

With the Government, the employers, the 
trade unions, and with every housewife in the 
country anxious to see the pound maintained 
in value, we can surely bring that about by 
self-discipline. 























MARTINS BANK LIMITED 





Statement by the Chairman, Mr. A. Harold Bibby, D.S.O., D.L. 





The Nation’s Economy—A Difficult Year 





| Ger one hundred and twenty-fifth Annual 
General Meeting of members of Martins 

3ank Limited will be held at Head Office, 
Liverpool, on February 14th. In his statement 
circulated to members, the Chairman, Mr. A. 
Harold Bibby, D.sS.O., D.L., writes:— 

The net profit for the year ended 31st Decem- 
ber, 1955, 1s £930,616 which compares with 
{918,477 in 1954. The Board consider this to 
be satisfactory. 

A final dividend of 83%, less income tax, is 

recommended which with the interim dividend 
of 83% makes 174%, less income tax, for the 
year being the same as the previous year. 
' After providing for the dividend, appropria- 
tions from published profits of £300,000 were 
made to Reserve for contingencies and {200,000 
to Premises Redemption towards meeting 
capital expenditure on new branch premises. 

Total assets as shown in the compara- 
tive balance sheet are £342,791,010 against 
£363,055,940 a year ago. 

' Customers’ funds and other accounts are 
{310,299,379 against 330,645,237 and 
advances are £88,838,935 as compared with 
{95,391,170 a year ago. 

' There has been an increase in the aggregate 
liquid resources which are £123,557,280 (1954 
{$109,758,258), thus a sound liquid position is 
sustained, the ratio of such resources to deposits 
being 39.76% compared with 33.15%. Under 
the present exceptional conditions it is deemed 
necessary to maintain a higher degree of liquid- 
ity than has obtained in recent years. 

The increase in advances earlier in 1955 
combined with the withdrawal of deposits later 
in the year to earn a higher rate of interest in 
Treasury Bills and elsewhere at times placed a 
strain on the Bank’s ratio of cash and liquid 
assets to deposits which was relieved by the 
sale of investments. The banks, by realisation 
of their own investments to preserve liquidity, 
have carried part of the loss which would other- 
wise have been suffered by borrowing customers 
had they been forced to sell their own invest- 
nients. 

[It will be noted that the Bank’s investments 
now stand at £84,600,018 as compared with 
{109,074,314 a year ago. The reduction is due 
mainly to sales and only partly to the fall in the 
market value. The actual loss incurred in sales 
during the past year was small and the Bank’s 
reserves proved ample without undue depletion 
to meet the fall in the market value of the 
investments, most of which mature within ten 
years and all British Government securities 
have fixed maturity dates. 


Credit Restriction 


The reduction in our advances, which reached 
peak of {106,483,766 on 30th June last, is 
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due almost entirely to the operations following 
upon the Government’s “‘tight money”’ policy 
partly by raising the Bank Rate in the spring 
of the past year and partly by the so-called 
“credit squeeze’. 

In the second half of the year the demands 
which we have to meet for seasonal accommoda- 
tion are always heavy and, together with 
commitments of a substantial nature entered 
into earlier in the year only now being used, 
have to a great extent masked the full effect of 
the substantial reduction in advances which 
has been obtained in other directions. It is 
clear that the rising trend of advances so evi- 
dent in the early months of last year has been 
corrected. 

The onus of putting the “credit squeeze’”’ 
into practice fell generally on the banks and 
particularly on the bank managers who had the 
disagreeable task of explaining to their per- 
fectly solvent customers that they must be 
satisfied with the minimum of accommodation 
and that many expansionist programmes must 
temporarily be shelved. 

It seemed hard that the banks should have 
to carry this unpleasant duty but the only 
alternative would have been regulations, orders 
and restrictions. 

Having only recently thrown off most of the 
bureaucratic fetters on industry, no one would 
wish to return to rigid direction, least of all the 
deserving customer who would prefer the more 
flexible discretion which would take into account 
his particular requirements and the attendant 
circumstances. 

The officers of the Bank have taken great 
care to look after the needs of all customers, 
large and small, and have endevoured to find a 
balance of fairness and equity in applying Mr. 
Butler’s directions, having particularly in mind 
the requirements associated with the export 
trade, with national interests in other ways and 
with seasonal advances, to which reference has 
been made, for the intake of raw materials and 
the like. 

By and large this was generally accepted 
although, undoubtedly, its effect was more 
severe in some cases than in others and we are 
grateful for the goodwill and readiness to co- 
operate shown by all our customers who were 
affected. 

I have to record with deep regret the death 
a few days ago of Mr. J]. M. Furniss, C.B.E., who 
had spent the whole of his business life with the 
Bank, extending over the long period of sixty- 
two years. In 1945 he vacated the office of 
Chief General Manager which he had occupied 
for twelve years and during that time he was 
appointed in 1939 to the Board, being a mem- 
ber until his death. He served the Bank with 
marked distinction and he will be greatly 
missed. 














In October last Mr. J. F. Simpson, 0.B.£., T.D., 
became a member of our Manchester district 
board. He is closely identified with the textile 
trade and is Chairman and Managing Director 
of Simpson & Godlee Limited. Also in that 
month Mr. David Hay, A.M., L.M., who is well 
known in East Yorkshire and is a Director and 
Joint General Manager of William Pepper & 
Co. Limited of Leeds with wide interests in that 
area, was welcomed as a member of our Leeds 
district board. 

During 1955 there have been important 
changes in the Bank’s executive officers. Mr. 
C. J. Verity retired in July and takes with him 
our grateful thanks for his valuable services and 
our best wishes for his health and happiness for 
many a year to come. Mr. M. Conacher suc- 
ceeded him as Chief General Manager and, with 
Mr. G. R. Tarn as his deputy, backed by a first 
class team to support them, your Board has 
full confidence that the progress of the Bank 
will continue, built on sure and solid founda- 
tions. 

In the spring Mr. Conacher visited the United 
States and Canada with the object of maintain- 
ing and extending the good relations with our 
many banking and business friends in those 
countries. Other members of the executive of 
the Bank visited various European countries in 
company with our Continental Representative. 

Our business and branches have continued 
to expand. Seven branches have been opened 
in the year, thus extending the facilities to bank 
with Martins in areas of the country where we 
have not previously had branches and affording 
added scope for advancement and promotion 
to our staff who are taking advantage of the 
many opportunities that we offer to those able 
and desirous of qualifying themselves for the 
higher posts. 

Once again I wish to pay tribute to the high 
standard attained by all members of the staff 
in maintaining and improving the Bank’s rela- 
tionship with all our customers, both large and 
small, and to thank them for all their work in a 
truly difficult year. 


Material and Labour must not 
be Diverted to Home Use 


The year had barely started before the bal- 
ance of trade moved against this country which 
meant, just simply, that we were importing 
more in value than we were paying for with our 
exports and services. 

It should be unnecessary to point out that 
unless this trend be arrested we would be 
heading straight for a general lowering of our 
standards of living, wholesale unemployment 
and, ultimately, national insolvency. 

Undoubtedly nearly all of us in this country 
have been spending too much and consuming 
too much, based largely on the general belief 
that the country and most of us individually 
were more prosperous. Food, clothing, furnish- 


ings, television sets and all those things we 
wanted and could not have in the more austere 
times were now available, so why not buy them. 

The housing drive, excellent in itself, brought 
further purchasing of something in the mea- 
sure of over £400 a house for household 
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equipment and decorations in addition to the 
cost of the house itself. 

New or extented factories were springing up 
everywhere, war-damaged buildings were being 
rebuilt and all were making heavy demands 
particularly on steel and manpower. The sum 
of all these meant that material and labour 
were diverted to satisfying the home trade at 
the expense of our exports. 

The nationalised industries of electricity and 
gas were among the worst offenders in fostering 
consumer demand. Their shops and showrooms 
were full of hire-purchase bargains deliberately 
calculated to stimulate demand in the home 
market but at the expense of our much needed 
exports. Now that they have so properly 
funded most of their debt some of which must 
have been used for hire-purchase, they must 
learn to live on a much more modest scale and, 
while there is no doubt that more power is 
required in the country, it must be produced at 
an economic price. 

Following upon the two rises in the Bank 
Rate and the restriction of credit by the banks, 
the Autumn Budget gave one further deterrent 
to home spending. It still remains of para- 
mount urgency that the Government should 
introduce substantial economies in expenditure 
both on Government and Local Authority 
account, especially of a capital nature, and 
while slum clearance and the building of new 
trunk roads will continue, it is vital that non- 
essential spending should cease. Unless this is 
done all the other remedies cannot possibly 
produce a cure. 

We all applaud the declaration of Mr. Butler, 
prior to his relinquishing the office of Chancellor 
of the Exchequer, of his determination to pro- 
tect the pound sterling and congratulate him 
on the confidence in the pound abroad as well 
as at home. If confidence in our currency were 
rudely shaken no one would wish to trade with 
us nor would anyone at home be willing to 
Save. 

It is not so many years ago when anyone who 
defaced a coin of the realm by shaving off the 
rim was convicted and suitably punished. To- 
day the pound note is being depreciated in value 
without the culprit being thrown into jail. 

Already there are signs of reluctance on the 
part of investors, private or institutional, to 
subscribe to medium and long term fixed 
interest stocks even when these have a definite 
redemption date, fearing that when their money 
is repaid it will be in a depreciated currency. 
This is one more strong reason why inflation 
must be halted particularly from the Trea- 
sury’s viewpoint to ensure that sufficient 
savings, private and institutional, are invested 
and re-invested in British Government stocks 
and do not take refuge in equity shares so as 
to minimise the effects of inflation. 

Risk capital is essential but its risk should 
only be in the prospects of the undertaking and 
not in the currency in which it operates. 

It is, therefore, doubly in the interests of the 
Government that inflation is controlled and it 
is hoped that the measures they are now adopt- 
ing will prove successful. 

No one, least of all a banker, will decry an 

















expanding economy. The truth is that we 
were expanding too rapidly. 

During the year we lived in conditions of full 
employment which are welcomed by all, pro- 
vided the benefits conferred are not abused 
particularly by those sections where there is 
over-employment. 

The number of vacancies in practically every 
industry has exceeded the number of those 
unemployed and those unemployable. The 
scarcity of man-power and materials has led 
many to seek the full advantage of their bar- 
gaining power either by manufacturers raising 
the price of their products because they are in 
short supply or by unions pressing for higher 
wages. When full employment reaches a 
point where the worker, be he managerial, 
clerical or manual, ceases to feel that efficiency 
and effort are essential then the blessings of 
full employment vanish and retribution will 
soon follow. 


Greater Need for Higher 
Technological Education 


Automation, the science of advanced mecha- 
nisation, is being held up in some quarters as 
the forerunner of future unemployment. This 
will be as false an alarm for the future as the 
early fear of mechanisation proved itself to be 
in the past. | 

Taking industry as a whole the biggest 





advances in employment have proved to be in 
those industries where mechanisation has been 
fully and enthusiastically applied. Not only 
have the people directly employed in those 
industries benefited themselves but by expand- 
ing their production countless amenities have 
been made available to the country as a whole. 


Those industries, employers and employees 
alike, which wholeheartedly adopt advanced 
mechanisation will expand and flourish whilst 
those which through lack of capital or enter- 
prise or through fear refuse in this country to 
accept the international benefits of science 
will decline and shrink, outpaced and out- 
classed by their more adventuresome competi- 
tors abroad. The real threat to full employ- 
ment is rejection rather than acceptance of 
increasing mechanisation. If this view is 
generally accepted then the country needs 
much greater facilities for higher technological 
education in all branches of industry. 


Inevitably, in industries where automation 
is accepted and applied, the question will arise 
of how the benefits are to be shared. First of 
all, the cost of installation and provision for 
its systematic replacement by still newer plant 
will have to be met and the organising ability 
of those responsible for working out its physi- 
cal introduction rewarded. When these cl::ms 
for consideration have been met there will 
remain a substantial portion to be divided ona 
fair basis between lower prices to the consumer 
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1955 


£4,315,096 
6,150,000 


310,812,979 
21,512,935 


0342, 791 010 
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£25,867,790 


19,187,203 
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92,143 
66,745,000 
3,586,990 
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increased prosperity for the industry and mat- , 


erial benefits to the workers who operate it. 


In the near future we shall hear more and 
more of monopolies, price rings and restriction 
of output to maintain prices but the Trade 
Unions must not forget that they are the 
champions of what they now condemn: the 
closed shop, the same wage for the good, bad 
or indifferent worker irrespective of the quantity 
or quality of his work, the strict lines of demar- 
cation between various craftsmen working on 
the same job, the refusal to put into physical 
practice labour-saving machinery, are all forms 
of monopolies—the very things at which they 
now point the finger of scorn. 

All costs, be they of commodities, finished 
products or wages, that do not directly repre- 


sent their true value are equally evil and what | 


is wrong for one cannot be right for another. 

This applies equally to manufacturers, the 
professions and business generally where un- 
duly high fixed charges are imposed which all 
have to be added to the final cost. 

The year 1955 has been bedevilled by official 
and unofficial strikes. In the nationalised 
industries of coal and transport where we used 
to be assured that once the shareholder was 


eliminated all would be sweet reason, harmony | 


and hard work, the strikes have been of an 
extremely serious nature. 

Every section of the community has had to 
pay some part of the penalty for unnecessary 
inter-union squabbles and it is to be hoped that 
the great Trade Unions will find leaders who 
can lead and whom their members are pre- 
pared to follow. 


Fruits of Prosperity 

Unless there is real assurance that a contract 
will be honourably carried out by both parties, 
there can be little confidence or goodwill in 
industry. 

This goes hand in hand with a realisation by 
both employers and employed that the funda- 
mental interests of both are the same, neither 
can prosper without a prosperous industry, and 
that the consumer is equally entitled to share 
in lower prices for only in this way can the rise 
in the cost of living and inflation be halted. 

The great difficulty lies in a reasonable divi- 
sion of the fruits of prosperity. When asked to 
give an exact definition of what was reasonable, 
a learned judge once replied that it was not 
reasonable to ask him. 




















What can be said is that if the people in the | 


(‘nited States of America were prepared to 
accept to-day the standard of living they had 
twenty-five years ago, they would need to work 
only one day a week under current industrial 
conditions. 

As it is they prefer to take full advantage of 
every labour-saving device, work hard while 
on the job and so have all the advantages that 
they now enjoy. 


Cannot we capture that spirit of individual | 


enterprise which accepts the principle that all 


are entitled to work to their full capacity to | 


their own and the national benefit. 





PETO SCOTT 
ELECTRICAL 
INSTRUMENTS LTD. 





HE 27th annual general meeting of Peto 

Scott Electrical Instruments Ltd. was 

held on December 29 in London, Mr. C. F 
Hollamby (the Chairman) presiding. 

In his statement circulated with the Report 
and Accounts the Chairman outlined the events 
since the Board was reconstituted on March 12, 
1954, and the subsequent reorganization of the 
Company's Capital and structure. 

The statement continued: On the domestic 
side our sales have expanded, our turnover for 
the year being 20 per cent. in advance of the 
previous year. This advance has continued up 
to date and our sales on the domestic side to 
the end of October, 1955, have proved an all- 
time record. 

The Company is able to retain as net profit 
£59,114, from which a dividend of 16% per cent., 
absorbing £2,875, was approved. 

The Report was adopted. 


The Chairman also stated that the profit 
before tax to date this year was slightly higher 
than for the corresponding period last year. 
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DISTRICT BANK LIMITED 








Measures to Combat Inflationary Pressures 





Need for More Energetic Reduction in Government Expenditure 





Sir Thomas D. Barlow on Expanding World Trade 


HE 126th annual general meeting of 
District Bank Limited will be held on 
February 10 in Manchester. 


The following is an extract from the cir- 
culated statement of the chairman, Sir Thomas 
D. Barlow, G.B.E.: 


After making the usual provisions, we show a 
Net Profit of £636,784 which is £47,921 higher 
than that of the previous year. With the 
amount brought in from 1954 the disposable 
balance is £1,059,098. As mentioned in the 
Report, we propose to appropriate £300,000 to 
our reserve for contingencies. After this 
deduction, and allowing for dividend payments 
at the same rate as last year, there remains 
£435,579 to be carried forward. 


World Trade and Inflation 


Politically 1955 has been a difficult year and 
it has left us with too many unsolved problems 
It is also very disappointing that the spirit of 
Geneva has proved so short-lived. Notwith- 
standing this, it seems likely that world trade 
has continued to expand and, since many 
countries have helped to raise it to the present 
high level, there is reason to hope that it is 
acquiring a more solid and lasting basis. 


On the other hand high economic activity 
here and abroad has been accompanied by 
domestic inflation and in some instances this 
has created severe pressure on the balance of 
external payments—and from such pressure 
the Sterling Area is by no means immune. 
That Great Britain is particularly vulnerable 
is shown by the fact that we have been losing 
much needed gold and dollars whilst certain 
other countries have been adding to their 
holdings 


But although inflation and payments 
problems persist, they have not to any marked 
extent been countered by import restrictions 
and other physical restraints which stem the 
flow of trade between nations. These correc- 
tives are quick in action, but the discipline of 
monetary and fiscal measures has been more 
acceptable to a world bent on economic 
expansion. The general adoption of a mecha- 
nism that can restrain inflationary pressure 
yet not hamper freer trade and payments is 
gratifying, and especially so because it marks 
an advance towards the co-ordination of 
international action—a development which its 
unquestionably desirable. 
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Our Own Experience 

In an economy which was already over- 
strained there was really no room for the 
further business expansion which took place 
last year. With so much of our limited resources 
being used for Government purposes, we were 
not prepared for the upsurge of capital invest- 
ment and consumer expenditure that occurred. 
I do not mean to imply from this that the 
country is not deriving substantial benefit 
from many of its activities. Since we had 
fallen behind our competitors in the re-equip- 
ment and expansion of some of our industries, 
it is self-evident that much of the labour and 
materials now used in capital projects is being 
put to very good purpose. Nevertheless the 
immediate effect is a drain on resources and, 
until more of these projects move into actual 
production, the capital expenditure they 
involve will remain a net liability to the 
economy. 

Meanwhile we have imports far outmatching 
exports, shortages of certain materials, rising 
prices and a whole set of new problems due 
to intense industrial activity and overfull 
employment. These are the formidable 
conditions which monetary measures have 
been called upon to redress, and it is hardly 
surprising that the _ traditional machinery 
alone has proved unequal to the task. It is 
easy to be wise after the event, but it is 
unfortunate that the mechanism already in 
existence was not employed more vigorously 
at an earlier date. 

While it is not suggested that orthodox 
monetary policy has outgrown its usefulness, 
such have been the forces ranged against it 
that supplementary measures became neces- 
sary. Recognising the need for further action, 
the Chancellor did not hesitate to exert pressure 
through fiscal policy, despite the political 
consequences of presenting an unpopular 
emergency budget. sy using taxation to 
discourage personal spending, he attempted to 
curb consumer demand without interfering 
with the investment allowances which provide 
an incentive to production. Even so, with 
taxation high enough to be of itself infla- 
tionary, it must surely be agreed that any 
further increase is bad in principle. And as for 
the practical effect, although the increased 
purchase tax may draw off some of the surplus 
spending power, it has given a fresh impetus to 
wage demands which, if granted, will raise 
production costs at a time when some of our 
goods are being priced out of overseas markets. 








Comprehensive Control 


Since higher interest rates, tight money, 
selective credit controls and increased taxation 
have been added one after the other, it is 
perhaps too early to arrive at a conclusion as 
to their effect when they are made to work 
together. Collectively, however, they are very 
powerful forces and, if reasonable time is 
given for their co-ordination to be perfected, 
they should be able to exercise a judicious 
restraint over our complex economy. 

To be fully effective, however, they must 
operate in the right atmosphere and this can 
only be created by a more energetic reduction 
of Government expenditure, especially that 
on current account where as yet little or nothing 
has been done by way of a contribution 
towards the disinflationary programme. 
Although the need for such economies is an 
all-too-familiar theme, it is nevertheless 
necessary that we should ask if the present 
huge outpouring of public money is inevitable. 
Admittedly much of the spending cannot be 
avoided, but is there not a real danger that no 
serious attempt will be made to cut out 
wastage in various directions, not overlooking 
defence, merely because too little might be 
achieved? After all, the psychological effect of 
public retrenchment, following years of mount- 
ing expenditure, might well be more important 
than the actual amount saved. 


A Difficult Year Ahead 


If, with the support of substantial economies 
by the Government, the restraining forces 


become truly effective, we may expect exces- 
sive demand—the real cause of our trouble— 
to be brought much more firmly under control. 
For the present, however, industry must be 
prepared to feel some discomfort from the 
disciplinary measures, and particularly from 
the limitation of credit, since rising prices of 
certain basic materials and rising wages 
threaten to make inroads into working capital. 

For the cotton trade it is the possibility of a 
downward trend in the price of the basic 
material that presents one of the biggest 
problems. The raw cotton situation is unpre- 
cedented. Very large stocks have accumulated 
in the hands of the American Government, 
and the 1955 crop has proved to be much 
larger than was expected. This position, and 
the uncertainty as to the action America may 
take to reduce her stocks, have undermined the 
confidence of buyers, so that there has been a 
tendency to restrict purchases. 

Our cotton industry has had a further serious 
difficulty with which to contend in the un- 
restricted and duty-free entry of cotton goods 
from India and Hong Kong. So far our 
Government has shown no disposition to deal 
with this problem. For its part the industry 
has pressed its case with vigour, and despite all 
its difficulties has spent many millions on new 
equipment and modernisation in recent years, 
and much is still being done in this way. 
Meanwhile, by ingenuity, whether displayed in 
manufacture or distribution, the trade is 
finding increased scope for its enterprise, and 
in some directions is more than holding its 
own against mounting competition. 
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Growth of Business Activity 


. 


THE MITSUBISHI BANK LIMITED 


Mr. Mitsuo Osgasawara’s Review 


HE following is the report of the Presi- 

dent, Mitsuo Ogasawara, for the seventv- 

first term of the Bank (April 1, 
September 30, 1955). 


1955 


General Business Conditions 


(he business expansion in the United States, 
which began to develop in the Autumn of 
last year, showed no indication of the expected 

summer slump " Overall prosperity was 
fully enjoyed in business circles with pro- 
duction, employment, income, and consump- 
tion all boosted to new all-time high levels 
Despite this tendency, a fear of excessive 
expansion of business arose toward the end of 
this term, and Federal Reserve authorities in 
consequence raised their discount rates early 
in August 


On the other hand, the United Kingdom 
launched last July a series of new measures, 
such as a credit squeeze and _ hire-purchase 
controls, designed to curb the domesti 
demand in an etfort to ccunter the deteriora- 
tion of the international balance of payments 
following the second half of 1954. In addition, 
in West Germany, Belgium and other European 
countries, precautionary steps, such as raises 
in their central bank discount rates and other 
measures, were successively taken, with a view 
to checking the excessive expansion and fore- 
stalling the threat of inflationary pressure 
\s a result, the inflationary trends in these 
countries were arrested or lost their momentum. 


Domestic Conditions 


\ review of domestic conditions under such 
ircumstances discloses that, at the beginning 
of the term under review, signs of uncertainty 
appeared in economic circles as a result of the 
enforcement of a provisional budget because 
of the delay in securing approval of the annual 
budget. A -recovery in business, however, 
tollowed toward the end of the term, based 
upon expectations of record-breaking -bumper 
rops of foodstutfs, in addition to an increase 
in exports, chiefly to Dollar area countries. The 
recovery resulted in a gradual increase in 
production upward surge in_ prices 


and an 





centering around metals and other commodt- 
ties. The international balance of payments 
of this country, on the other hand, continued 
favorable following the previous term, showing 
a surplus of $233 million during the term. 


Domestic Financial Conditions 

A survey of the changes in the financial 
conditions during the term reveals that the 
Government recorded an enormous excess In 
payments of Yuru11.6 billion to meet the 
increment of Yen payments caused mainly 
by the favorable export activity mentioned 
above, and also by advance payments for the 
purchase of rice from farmers. The demand for 


funds, on the other hand, still remained at a 
low level. These Government excess payments 
and the slack demand for funds eased the 


monetary market, resulting in a considerable 
diminution of Y1o8.7 billion of the Bank of 
Japan’s credit extension, which stood at 
Y143.4 billion at the end of the term. The 
gradually lessening tendency of the city banks 
to overloan almost entirely disappeared at a 
rapid pace. The note circulation of the Bank of 
Japan contracted favorably and the out- 
standing circulation at the end of September 
decreased to Y529.8 billion, or a decline of 
Ygoo million compared with the figures at the 
last term. 


Deposits in city banks showed a favorable 
increase following the previous term, owing to 
the above-mentioned sizable excess payments 
by the Government and also to the growing 
desire of the general public to save as a result 
of the recovery of their confidence in monetary 
value. Total deposits advanced by Y 301.3 
billion, reaching Y 3,462.7 billion at the end of 
the term. Loans, on the other hand, increased 
though at a slackened ratio due to the decrease 
in the demand for funds. Loans _ totalled 
Y 3,030.1 billion at the end of the term, or an 
Y103.5 billion. 


end of 


increase of 


Record of the Bank 


The Bank continued to exert its utmost 


efforts to develop further its business activities 
and to improve its operations, the following 
results being obtained 









A comparison of the principal accounts of 
the Bank in recent terms is shown below:— 
Comparative Statement of Principal Accounts 
Million 


(Unit: Yen) 


Sept. 30, Mar. 31, Sept. 30, 


55 ‘55 54 
Deposits os 3,03 233,852 
Loans A _ Bills 
Discounted 
Securities Held 
Money Borrowed, 
etc. 
Capital Funds . 
Gross Profit for 
the Term 
(Net Profit) 


1SoO,111 


27,042 


191,434 


39,353 
S.O21 950 


9,743 


2,413 
10,071 9,351 
2,325 2,075 
(88o) (533) 

Deposits increased by Y29,207 million 
during the term to Y 263,059 million at the end 
of September 1955, an advance of about 
over the figures for the end of the 
previous term. The increase in long term 
deposits was especially notable ; time deposits 

and government deposits accounted for 42.8%, 
of the total at the end of this term, and long 
term deposits, including deposits at notice and 
others for 50.8% of the total at the end of the 
term. This increased percentage indicates a 
further stabilization of deposits and is also a 
factor contributing to the Bank’s effective 
utilization of its working funds. 


» <0 
12.5 °% 


Loans and Bills Discounted 


Loans and bills discounted, including those 
for the settlement of import bills, stood at 
Y191,434 million at the end of the term, an 


increase of Y11,322 million or 6.3%. 


Security Holdings 

The Bank's security holdings at the end of 
September 1955 stood at Y30,353 million, an 
increase of Y3,310 million or about 12.2% over 
the figures at the end of the previous term. 
Among these, corporation debentures ranked 
first with Y19,134 million and Government 
bonds next, these two items accounting for 
80.4% of the total holdings. The balance 
comprised corporation stocks, U.S. Treasury 
Bonds and Notes and Japanese Municipal 
Bonds, etc. 


Borrowings 


Money borrowed from the Bank of Japan, 
including rediscounted bills and others, de- 
creased by Y6,507 million to Y2,413 million. 


Foreign Activities 


During the term under review, the Bank 
bought exchange bills amounting to U.S. 
$105.3 million and sold $101.6 million. These 
figures represent 10.8%, and 9.7% respec- 
tively, of the total value of export and import 
transactions handled by all the foreign 
exchange banks in this country during the 


term. 


Profit 


Every effort has been made to increase 
earnings by curtailing expenses, and a satis- 
factory gross profit of Y2,298 million during 
the term could be realized. The net profit 
was Y875 million, almost the same as the last 
term, after reserving Y1,920 million for possible 
loan losses and price fluctuation and Y3I10 
million for retirement allowances, in addition 
to providing Y566 million for depreciation of 
loans, securities, and movable and immovable 
assets, while Y1,373 million was withdrawn 
from these reserves during the term, A sum 
of Y340 million was transferred to legal and 
special reserves from the net profit. 


Attention may be called to the policy we 
have followed of increasing various reserves. 
Appropriations from the earned profits for all 
these reserves, except the reserve for taxes, 
accounted for 76.7% of the Bank’s gross 
profit for the term. The resultant increased 
reserves will further strengthen and increase 
substantially the Bank’s own funds. 


Dividend 


In view of the favorable operations, a divi- 
dend of Y165 million was paid for the current 
term, or 12% per annum on the capital stock 
as before, after appropriating a substantial 
sum of the profits for reserves. 


Capital Funds 


The capital funds of the Bank amounted to 
Y10,071 million, of which Y2,750 million was 
paid-up capital and Y7,321 million total 
capital reserves, including surplus funds. With 
a view to strengthening the Bank’s capital 
structure, it was decided at the General 
Meeting of Shareholders held on May 28th, 
1955 to increase its authorized capital to 
Yrr,000 million. 


Conclusion 


It is most gratifying that the Bank was able 
to attain the satisfactory results mentioned 
with the wholehearted support of the share- 
holders, clients and the general public. How- 
ever, the tendency toward a lowering of loan 
interest rates since last June is likely to be 
further intensified, and this will be reflected in 
no small measure in the earning operations of 
the Bank in the future. Incidentally, the 
trend of overseas business, in which prospects 
for the expansion of trade by no means warrant 
optimism, will exert some effect on the future 
of the nation’s economy. 


Under such domestic and _ internationa 
circumstances, the Bank will endeavour to 
utilize effectively its working funds, to curtail 
expenses, improve efficiency, and contribute 
to meeting the requirements of the public, 
thereby further developing its business activi- 
ties. Hence, the combined efforts of all the 
Bank staff will continue to be exerted to this 
end, and also to foster a sound growth of our 
institution. 





